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THE WHITE HOUSE 

WASHINGTON 2/15/77 

Stu Eizenstat -

The attached was returned in 
the President's outbox. It is 
forwarded to you for appropriate 
handling. 

Rick Hutcheson 

Re: Domestic Policy Staff Memo 
of 2/11/77 re Budget 
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THE WHITE HOUSE 

WASHINGTON 

XllE PRESIDENT HAS SEEN. 
February 11, 1977 

----

MEMORANDUM FOR: 

FROM: 

SUBJECT: Budget 

THE PRESIDENT 

STU EIZENSTAT AND ~ I 
DOMESTIC POLICY STAFF ~ 

Attached are our preliminary comments to the OMB budget 
submission which we received for the first time last night. 
Our memo attempts briefly to provide policy-oriented analysis 
and recommendations. Because we did not receive the final 
OMB memorandum which is now in your hands until roughly an 
hour and a half before you left Washington, we have responded 
to the latest available draft. We will update our memo by 
Monday, based on the latest submission by OMB to you. 

By arrangement with Bert Lance and Bo Cutter, our Domestic 4~ 
Policy Staff has sat in on all OMB-Agency discussions. This 1 /' 
unprecedented cooperation shown by OMB has permitted the 
resolution of many budget items without your having to become 
involved. 

In addition to the general comments on the project issues 
presented in the last OMB budget submission we received last 
night, you will find a more detailed discussion describing 
the hospital cost containment program which is the legislative 
proposal necessary to achieve the budget reductions in 
Medicaid and Medicare which are found in OMB's revisions to 
the Ford budget; those reductions presuppose the type of 
legislation described in that memorandum • 
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ARMY CORPS OF ENGINEERS AND INTERIOR BUREAU OF RECLAMATION 

Issue: Should the FY 1978 request for funds be withdrawn 
for controversial water resource construction projects? 

Discussion: OMB will be recommending deletion of funding 
in FY 1978 for some unsound Bureau of Reclamation and 
Corps of Engineers projects. OMB will list additional 
unsound projects, but recommend against deletion because 
of perceived political obstacles. 

A more comprehensive approach could be taken: 

• A Budget decision deleting funds for 30 unsound 
projects but characterizing the deletion as 
suspension of the projects pending policy and 
project-by-project review. CEQ prepared this 
list and OMB staff agrees that all listed 
projects are unsound. It is our judgment 
that funding some but not other unsound pro-
j e'cts would undermine the credibility of your 
reform commitment, would be viewed as too 
political, and would invite additional arm­
twisting. 

• Simultaneous initiation of full water policy 
reforms. A complete policy reform will help 
alleviate the char~e that you are "singling 
out" projects for negative action. The policy 
reform work would include: 

1. Project re-evaluations 

OMB/CEQ develop criteria for project 
evaluation 
agencies use criteria to re-evaluate 
projects 

2. Policy review: OMB/CEQ coordinate inter­
agency recommendations on: 

consistent cost-sharing policy 
uniform applicability of plan formu­
lation and evaluation standards 
uniform use of an interest rate 
reflecting the cost of capital 
expanded use of non-structural alter­
natives for flood damage reduction, 
water conservation and soil conserva­
tion 
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-- long-range water policy initiatives 

3. Special drought initiative 

Consideration of suspension of ten of the 
30 projects in FY 1977 because of the parti­
cular problems and major FY 1977 construction 
activities involved (e.g .. the Garrison Project, 
which the Canadian government has asked us to 
suspend). This action should be analyzed by 
Legal Counsel. Preliminary analysis indicates 
you have sufficient authority. 

• Indicating your intention to veto the water 
resources appropriations bill if it deviates 
significantly from your Budget. 

• You personally should be prepared to advise 
Congressional leaders and agency heads of 
your intentions in this area, and to enlist 
support wherever possible. 

Attached is a chart showing the 30 projects recommended for 
deletion in FY 1978. The ten candidates for suspension 
are marked with an asterisk. ·A background memorandum has 
also been prepared, but due to its length has not been 
appended here. 
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!ld c-tr•l J,9 fl-1/4 
area red-. 
Uab • vld, 

fld control 1.1 
wtr aupply 
~:•craatioa 
•r•a redav. 
fiab i vld. 0,16 

lfl-1/& 

16-l/8 

!NUt- l.S tll-1/8 
purpoa;el 
hy.t.ropoY&r 
fld conHol 1.4 16-l/8 
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19iS Z.l 16-l/1 

..... 
Coatrol ... .... 

I 

Hnltt- ' 2.2 
putpoMl 
hJdrOJIO'I'U 
rtcrectioa 
u .. ,. ....... l.J 

tJil-1/4 

~J/1 

n.6 , •• ... ,, a.t ,,..,,, 
Gaet..i . IU MM:Ml 
Act lrl:l' lllU&lit)' 
1954 ftab 6 vld 1,1 16-l/i 

nc:renloo l,Z fl-1/4 
ttU· •""tty 
fld ecmtrol 
ana tadev. l.U f&-)/1 
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l.o•• of o-.r•.- 300 •H•• af ac~tnlc 
river &u4 wtt411f• habiut. all<i 
UJ1 to 10,000 a.:::r"'• <Jf fon•t 
.and agricultural laude. Koojl>f 
advarae dreda• and fUl J~aua • 

Deu:ructt011 of 82 au .. of 
Su.Jtn. tUver;: floodtna of -cnrar 
.50,000 acrea of vtldernHa, bil 
1a11e hal>i.tat, &n4 flaherte•J loaa 
of recrefltioa potel!ltlal; -tar 

ualtt probl.-- . 

ChanaelfllattOII of lll •H•• of 
river; loaa o.f up to 110,000 
acrea of p:roollfettve hardwood 
roreat tnd prs- fish, watorrfo•tl 
""'' vlldUfe wetl-.1• llablU.t~ 
~readon of d.<A~natna• !loo.l aQd 
water ,....,uty prot.le ... 

Loaa of 17,000 arf"•• of fll'odlK­
t1ve 'aartcultural land, Hah.,rl•• 
and wttdttfa "-hh:u. Detf.Oatloa 
of vater qu.aUtyo poaafbll" aer­
cury cont-Jnation. n.. aile on 
A~""olo~~;ic fault. 

l•un.,.t!oa of 10~000 ao:r- of 
l.nd and 16 •ilu of Staalahua 
River, vith loa:a of vhtte-ater 
boattna. r1v•raidt htld•ll~ cavtna; 
eU•InatJoa of t'folit Udoer:r. 

DiarupUoa of -tural llilarel' t".PII­
Sa aeY.Pral atlHoa .acr-ao v,uen­
aive lo .. of vetlfilda an4 
vildUfa; flooUna around 1Aka 
Okcech~a; pollutJ.cm of lvar­
aladea "-t1onal l'"af"k. 

{IMindatioa fJf ovtC" 2&,000 Kre• rllf 
J.and and .29 at:t- fJ! th• la•t un­
de-..eloped reach of the S•vmuuh 
ilvar to th Pied-..t rlattau& 
eli•taattoa of UR, vU41Ue. 
ttabu. apd ra.creatlooal no-o~arf!!• 

llaoliq ., ... 4500 --~ ol -
pnrodut:tt- .....,._.hdl-~ ... 
12 •Ue. of fr.-.-n.,..1~1 atra-; 
&dvena 1apao:t• OQ dovn•u·•• v•t­
hondal reloc.aUOfl fJf 92 f-ilh• • 

C(uavaraton of oqr U,OOO acrta af 
far. aad foreat lad to projact 
P•tp041ea; fl.ood1Q& of lO arclae-o­
logical a!taa and VJ1 to 4,4 aillioa 
tone t;tf racovarablt coal .rt .. rvaa; 
-ter quality probl .... lr-

tant:lal oU ... 

Pho4tat of 6,000 &c::ua of pr.­
duct:lve aartwltural ad fo.-aat 
laad& -t•r qualttJ p.-oa.l­
expeo:ted fro. oU aptlh, Sndu ... 
trial aM d_.tlc: vaata aou.rc:ea -
project deaiped -ly for lS :r••r 
flood, rather t.baa uau.al lOQ-Je•t 
tevel. 

Majoc dia~"~~Jtlaa of lal"pet ialan4. 
-tlamb ec.oayn .. let U.S. Major 
lo .. of vtlUUe. Ullbar aa4 
ftahetiaa t"eaourc .. ; GCAmatr•a• 
&dveraa t.,acta incllld• Uoodtlll, 
aedt-ntattoa aDd 4ct4a11111· 

Deatt"uctt- of o-r 7 ,OO(J. acr•• or 
Lovtataoa'a eoat product!va 
coaatal -tlllll4 0 ..s.eca•Jy 
affectina ahrtllp, oyatera, ...­
h.ten. -d other c~:rctal 
fiaheri••· Dredpq vUl 4eacada 
ellltatina -t:er g-uu • 

, Con"Hl"•t- or ...a:rl7 100 att.s of 
D&tl.lral fr--flOII{DI dvar fatD a 
D&dption cb.an.aal; lOIIa of o":r 
s.OOO .cr- of vad.-oda aiMI vt ld­
Ut. hDit&t:, 43,100 acre• of 
qricultural or forur had:• "0\lld 
b. lo•t or altarM. 

Deatructioa of OM-r lO .tlu of 
•c•ate St. Joho liY!tc and trt~ 
t•r1H, UoodiRI ovat ao.ooo .crae 
Gf t:l.allar-producUq fora•t aad 
JJt.-aa- w!Ullf• "-"tt•tl loa .r 
trt- lltlit.-atu a.o&l.q ... 
,_ I • 

'-ttuett. ., ., lilt. ., ,,.... 

!!::!:-~.:C::.~-f~-1!~'· ;< 
hott-land ktrftooot fol"qt .... 
a .. octat•d flab aqd vUcll Ua 
b.a~ttn. Cave• an4 poroua r!iN!"b 
at da• aita :rai" Mfa~ c~YU. 

taundattoa of 11 •11•• of d-r 
and over 6•000 auu of laad. 
iodudhla t.portut til4Hfe 
bahlut aad ltotta.J.ud kardvoal 
for tat. Clover Cr.ek 1• the 1 .. t 
aigntflcant: f~a-flow1ttl atre- 1• 
Okl•ho• and &rk&a .. a -.:tw~taln • 

1numiat1oa of tal aerac of aar1-
cult~iUl l.aa4 .ad I a!lq of frae­
tt-lnl rivu • .Deauuc:t1on of 
UOO acraa of v:l.l .. Ufa llab1t•t, 
alJataation of aport U.tt 
•lt.r&t:f<>"t v<>t:-'tta.tW. .. \.<t.,., 
!ln·..-.~1 fr,-.,., ' l i 
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ellalnaUon of trout U.b•n· 

Oi•ruptiou of uat.ural "-ter nat• 
fn. •everal atllto1> a.::rea; exteu­
&h!e lo.• of 'ltlett.Ddl end 
wildUfe;: floodtq arourul !AU 
Okeechobee; poUudun of Ever­

lade& llat f.onal Par 

lnundatton of over 26,000 acue of 
land and 29 aUn of the laat ua­
developed reacb of the Savannah 
J:tvar 11> the Pledawlt Plataa_.;; 
aHatiUitioe of fi•b, •Udlita. 
tu.bar, ~ rau:Htioll&l raaovrp ... 

n.Ntaa ol ewr 4*' acua of 
p~ctt- qdo.Jtu~..&~ -id 
U. aUea of Cre-nowtns •tr~ 
adverse iapacta on oloo.m•tt·eq -t­
landa~ relocation of 92 faatllu, 

Cunveraioo of ~l' 12,000 acr11 of 
fatw and loreat 1-d to pnject 
putpoae•~ floodtna of 30 archeo­
loalcal 11tN and up to 4 . .., allUoa 
tort• of recover.Ule coal reaerv .. ; 
-tet: qudity preble• troa 

tenttal oil aee a e. 

lloodlnJ: of 6,000 acre• of pTo­
d.w:ttv. asdcultural and fore.r 
land~ vateT l(ualtty probl­
expe.::ted fro• oil apilh. tndua­
trt&l end doaeatte yaata -rcea -
project deatane.t only foT U f"r 
flood, rather tbn u•ual 100-year 
leve • 

Major dlar..,tioa of laTJCit b1land 
-tlanda eeoayu.- in li.S. !UjoT 
Jo•• uf wildlife~ tlabe-r and 
f1alu>Tiea Te•uureaa~ d.cwnatr••• 
adverae tapa.:t• include floodios. 
aedt•ntatloa and lirlltliliDI• 

DeatTUctiml or over 7 .ooo ae:raa of 
Loulalana'a .oat productive 
c0141t&l -tland, .nerealy 
affectint: abrlap. oyatere. Mll­

ha4en, and other ~::~rcia1 
fbhe:rie•. Dredstna vtll Oar ada 
e11tatina waur aual1tr. 

Coaven1oa of nearly 100 •Uu of 
natuTal fTH•flowtna river :bito a 
n.avipUon dun:uutl; loaa ol ove:-
5,000 acrea of -u-da arut vUd­
Ufe babitat. 41.100 acru af 
a(lricllltut-at gr foreat land• wo.W.<I 
he lolt or altere4. 

Do:~atl'l.l~::t ioa of over SO •lln of 
acanl.e St. Joh11 u.,.-.: aad t.dbu­
tarle•~ floodtna oMT ao.ooo acru 
of thlber-pTo4uc:lna !oren aa4 
bta-.... w1141Ue IIUit.att 1.0N- .t 
prt. vbtta-vuu ~itt& __. 
u-a 1 hfn • 

I 
Dlat:ruet1- of 47 at1" ol fi"M- J 
ClCIII"iDI aceaic ner.atiooal , 

:~:=.~ ~:;::.:~.:~ ::·"""4 .,., 
.aaaodatecl fiab am! v1ldlifa 
habitat. C.vea &ad poroiMI TOCb 
.at d- aU• rei•• Nfet coaeerDa. · 

Inundation of 18 Nlu of river 
and over 6,000 acrea of l.rnt, 
includhll il!pO:rtant v1tdllfa :. · 
habitat and. bottoalaad hardvool: -
fOt<l!&t. Glover Creek ia till J.qt 
aiplftcant fne-flowtna atr ... ta .-
Okllbotu. and Arkana" -.untaina. 1: 

Inundation of HS Kl'l8 of qd• 
cultural lamJ at\CI I aflea or fr..­
!lowina river. DeatrueHon of 
)50() acree of vUdUfe b.abitat, 
eli•tnetlon of aport fJah 
a.fgutlorH poteatial health 
thr"t fco• -reur at lake e! e. 

Convenion of 548 atlae of 
aatural -•nc&at"ina l"i'Hr l•to 1 
363 Idle channel. DbruptiOQ of 
coaatal -rahea an4 -tllAriaa; 
eate~iva loa111 of fieh end 
wildltle. 
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QUESTJONARI.E WATER RF.50triK'f.S PROJECTS -- DEI'ARTHENT Or INTERIOR, BUREAU or R!CLAMA.TIOM 

($ in •Ulie~ne) 
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Summary Sheet-Adverse Impacts 
and Policy Conflicts 
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ENVIRONMENTAL PROTECTION AGENCY -- SIZE OF PERSONNEL 
INCREASE 

Issue: EPA has requested 1,992 additional positions over 
the January budget which would bring the Agency total to 
11,690. OMB recommends an addition of only 110 positions 
on the grounds that (1) the new positions will result in 
additional Federal regulatory actions "without any reduc­
tion in current lower priority areas", (2) some new posi­
tions (130) were added in the January budget to cover 
EPA's two new programs (toxic substances and solid waste), 
(3) EPA received 3,700 new positions when it was created, 
and (4) the agency has a 15% annual attrition rate 
(1,400 positions) which will provide management flexibility. 

Discussion: The size of the EPA staff increase has become 
a highly visible issue, both symbolically and on the merits. 
Environmental groups look to this decision as an indicator 
of your environmental commitment. 

• Adoption of the OMB recommendation will require 
two substantial cuts in EPA programs: 

100 people from water enforcement and 134 
people from research and development. 
EPA's ability to enforce water pollution 
control requirements is already strained 
and the mid-1977 deadline for compliance 
with Best Practicable Treatment require­
ments will increase enforcement require­
ments. During the campaign you commented 
on the need for increased staffing and 
funding of EPA's water enforcement efforts. 
The R & D program is highly visible and 
has also been roundly criticized as inade­
quate. Substantial reductions in force, 
or the closing of two laboratories, or 
both, will be required to meet this mark. 
Any personnel change in the laboratory 
structure of staffing will draw considerable 
political fire from the Congress. 

• EPA argues that staff allowances have not kept 
pace with increases in legislative requirements. 
Since 1972, seven new statutes or major revi­
sions of existing law have been enacted, yet 
EPA has received only 347 new staff since then. 
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• OMB states that EPA can meet many of the pro­
posed program changes through reprogramming and 
attrition. The Agency's reprogramming record is 
almost unequalled and EPA argues that additional 
reprogramming is not possible because of skill 
mix and geographical problems. 

• The sewage treatment construction grants pro­
gram, for which EPA requests a minimum of 300 
additional persons, is now almost the size of 
the Highway Trust Fund, yet has about one-fifth 
the staff resources. The January budget contains 
a ten-year commitment to $4.5 billion in annual 
funding for this program, contingent on adoption 
of certain reforms, which the EPA agrees are 
needed. EPA has expressed concern, as has the 
GAO, about its ability to maintain the fiscal 
integrity of this program (audits, inspections, 
and grant review) unless additional staff are 
provided. I believe this concern is legitimate, 
and an understaffed grant program of this size 
is a potential source of embarrassment to the 
Administration. 

• The toxic substances and the resource conserva­
tion and recovery program are in the early stages 
of implementation. These will be the only two 
EPA programs for which the Carter Administration 
will have full responsibility. Other EPA pro­
grams are well established. While both of these 
programs have enormous potential for environmental 
improvement, their success will be dependent on 
sufficient recruitment flexibility to ensure the 
proper skill mix on the staff. In general, EPA 
suffers from a lack of adequate staffing in 
economics, toxicology, fish and wildlife biology. 
Drawing on existing Agency resources to staff 
these two programs will tie the Administrator's 
hands in making these programs work. 

Recommendation: I would recommend an addition of 850 people 
for EPA broken down roughly as follows: 

164 - to restore cuts in the R & D program 
100 - to restore cuts in the water enforcement program 
300 - for construction grants 
286 for toxic substances, resource recovery, air en­

forcement, effluent guidelines, and other EPA 
should be permitted to begin hiring toward this 
increase in FY 1977. 



ENVIRONMENTAL PROTECTION AGENCY -- FY 1977 FUNDING FOR 
SEWAGE TREATMENT PLANTS 

Issue: At least ll states will exhaust construction grant 
funds allotted under the Federal Water Pollution Control 
Act. While it is generally agreed that a FY 1977 supple­
mental is needed to keep the program going in these states, 
EPA and OMB differ on the size of the supplemental. EPA 
recommends budget authority of $4.5 billion; OMB prefers a 
$400 million supplemental. 

Disc~ssion: The Ford budget commits to a $4.5 billion 
per year program for 10 years, but only after reforms 
are enacted. Under the OMB scheme, the ten year program 
would begin in FY 1978. EPA would like to begin the pro­
gram in FY 1977, since the issue will be addressed in Con­
gress this year any way. OMB argues that a FY 1977 
supplemental of $4.5 billion (1) will increase outlays 
in '79, '80 and '81, {2) may permit funding of projects which 
would become ineligible under the reforms, and (3) may 
delay the reform efforts in Congress. It is worth noting, 
however, that: 

• The actual FY 1977 outlays are almost identical 
under either plan. 

• The Congress is likely to authorize either 
$5.0 or $4.5 billion for FY 1977. Legislation 
which failed last year authorized $5 billion, 
and this was not a point of contention in 
either the House or Senate. If Congress is 
going to provide the larger sum anyway, you 
may as well share the credit. 

• The out-year increase in outlays if $4.5 billion 
is authorized in FY 1977 is small relative to 
the overall size of the program (0.4%, 0.6%, and 
3.1% for FYs 1979, 1980, and 1981 respectively.) 

• EPA fears that failure to make the larger sum 
available may cause states, which under present 
plans would not exhaust their allotments, to 
adopt a faster obligation schedule in order to 
secure a share of the $400 million. If the 
larger sum is availabler no such pressures will 
result. 



- 2 -

• EPA fully supports the reform program and with 
solid Administration support for reform, it 
is unlikely that the size of FY 1977 funding 
will affect Congressional action. 

• Allocating the $400 million among a few states 
will cause both administrative and political 
problems for EPA. 

Recommendation: That $4.5 billion be authorized in FY 1977 
since the Congress will probably do this anyway and the im­
pact on actual 1977 outlays is minimal. 



ENVIRONMENTAL PROTECTION AGENCY -- FUNDING FOR CONSOLIDATED 
GRANTS 

Issue: The current EPA categorical grant program, funded 
at $125im in F~77, covers four program areas: air, water, 
drinking water, and pesticides. OMB recommends consolida­
tion of these programs into one state block grant, and adds 
two new programs, solid waste and toxic substances, to the 
package. OMB recommends a $13 million increase over the 
FY 1977 base, bringing the total to $138 million. EPA 
feels this total is too low, given normal inflationary 
increases and the addition of new state responsibilities 
in solid waste and toxic substances areas, EPA also believes 
that increases beyond the cost of inflation are needed to 
cover new activities in the drinking water, air, and water 
portions of the older categorical programs. 

Discussion: The success of many of EPA's programs depends 
in large measure on State acceptance of substantial planning, 
permitting, review, and enforcement functions. Some states 
are now beginning to balk at assuming new responsibilities 
unless more money is provided. Certainly a consolidation 
of existing categorical grants will be more difficult unless 
additional funds are granted. Several factors are important 
in determining the appropriate increase for this program: 

• The recently enacted Resource Conservation and 
Recovery Act authorizes $100 million for 
State grants. Solid and hazardous waste man­
agement is traditionally a state and local 
responsibility, but the addition of federal 
standards will require considerably increased 
programs. The OMB allowance would provide only 
$7 million for state activity in this area 
considerably below the level of assistance 
anticipated by the States. 

• Like the solid waste program, state participation 
in drinking water programs, particularly in 
enforcement, is critical to the success of the 
program. The drinking water act calls upon the 
states to assume primary enforcement responsibility 
which they may not be willing to do at current 
funding levels. 

• State responsibilities in the air and water 
areas are increasing. Small source review, 
and implementation of non-degradation and non­
attainment policies under the Clean Air Act 
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• will place additional burdens upon the states. 
Permit issuance, and enforcement responsibilities 
in the water area are increasing as the July 1, 
1977 deadline requiring use of best practicable 
treatment technology draws near. 

• The $13 million increase recommended by OMB 
(10% of the base) will do little more than cover 
inflation for the existing state programs. 

Recommendation: That an additional $46 million be added to 
the consolidated state grant program to cover increased 
responsibilities in the water supply, air and water areas, 
and to provide funds for the new solid waste and toxic sub­
stances programs. The grant breakdown would read as follows: 

$125. . . . (FY 1977 base) 
13 ........ (for inflation) 
2 6. • • . . • (solid waste and toxic sub-

stances) 
5. . . . . . . . (water supply) 

10. . . . . . (air and water) 

179 TOTAL 



ENVIRONMENTAL PROTECTION AGENCY -- LEGISLATIVE OR 
ADMINISTRATIVE APPROACH TO CONSOLIDATED GRANTS 

Issue: Both EPA and the OMB agree that consolidated 
grants to state programs, rather than the current cater­
ogical approach is sensible. The Agency and OMB differ 
on the desirability of approaching this legislatively 
or administratively. 

Discussion: Senator Muskie has already questioned 
EPA's legal authority to proceed administratively with 
consolidation. Even if EPA does have the legal right 
to consolidate without legislation, politics may dic­
tate that the Agency seek legislation. It is not 
absolutely necessary to make a decision on this 
question in the context of the budget. The Administrator­
designate will probably want to have an opportunity to 
consult further with the Congress before a decision is 
made. 

Recommendation: That no decision be made now on the 
legislative versus administrative approach. The budget 
can contain a line item for consolidation, but with a 
footnote that this is still under review. 



ENVIRONMENTAL PROTECTION AGENCY -- FUNDING FOR STATE 
WATER QUALITY PLANNING 

Issue: The 1972 Federal Water Pollution Control Act 
authorized $300 million for areawide water quality plan­
ning. EPA has already spent $200 million of these funds, 
and the remaining monies have been tied up in a court 
suit relating to an earlier Nixon impoundment of these 
funds. EPA has requested restoration of the $137 million 
now tied up in court. OMB recommends against this 
funding on the grounds that (1) $200 million has already 
been spent, (2) the water quality impacts of the addi­
tional monies are questionable, and (3) the court may find 
that the agency should receive the $137 million in which 
case $274 million, double the original amount would be 
available. 

Discussion: It is clear that the monies already spent on 
this program have not been used as effectively as they 
could have been. Nevertheless, the availability of these 
funds is a hot political issue. Had part of the original 
$300 million appropriation not been impounded, these 
monies would have already been available to the States. 
You should be aware that the Administrator-designate 
believes that, if additional money is provided, it could 
be redirected and become an important tool in bringing 
some of the currently disjointed water quality programs 
together. These funds are also important in planning for 
control of non-point sources of water pollution. The 
question of a double appropriation should the Court of 
Appeals rule in EPA's favor (or the appeal be dropped) 
could be easily handled by requesting deletion of these 
funds at that time. 

Recommendation: That $100 million of the $137 million 
request for areawide planning be granted such that the 
entire $300 million authorized and appropriated by the 
Congress is made available to State and local planning 
units. 



ENVIRONMENTAL PROTECTION AGENCY -- WASTE TREATMENT 
FACILITY LOAN GUARANTEE FUNDS 

Issue: Should the Administration request funds to imple­
ment legislation enacted last fall providing for Federally­
guaranteed loans for the non-Federal share of wastewater 
treatment facilities' 

Discussion: OMB does not believe that the program should 
be implemented because no widespread need has been demon­
strated for this assistance, and OMB is reviewing the role 
of the Federal Financing Bank which would be the lender in 
this case. EPA has requested budget authority of $50 mil­
lion and outlay of $5 million to implement this statute. 
The Agency would be willing to tighten the criteria for 
eligibility and lending rates to ensure that this is a 
program of last recourse. A number of cities have had 
problems in meeting the 25% matching share required for 
State and local governments to obtain wastewater construc­
tion grants. Buffalo is the principal case in point, and 
the legislation was directed toward its needs. This pro­
vision was enacted with a separate vote on the House 
floor, and a failure to implement it may cause considerable 
political controversy. 

Recommendation: Fund the program at the levels requested 
by EPA, but direct the EPA Administrator to develop strict 
criteria for lending rates and eligibility. 



FEDERAL ENERGY ADMINISTRATION 

Issue: OMB and FEA agree on the need to expand the petro­
leum reserve program. They disagree, however, on the rate 
and cost of expansion. FEA's strategy would add $2.6 billion 
in 1978 for a total of $4.3 billion; OMB would add $.7 billion 
for a total program of $2.4 billion in 1978. 

Comment: The following table displays OMB and FEA alterna­
tlves for accelerating the petroleum storage programs: 

FEA ACCELERATED PROPOSAL OMB RECOMMENDATION 

Size of 
System 

Implementa­
tion Sched­
ule 

Total Cost 

550 million barrels (MB) 
(facilities to expand to 
750 M~ 

Store 250 MB by 1977; 
550MB by Dec., 1980. 

$10.1 billion 

Budget Impact (FY 1978) 

BA $4.3 billion 

0 $3.2 billion 

500 MB 

Attempt to store 200 MB 
by Dec., 1978; 475 MB 
by Dec., 1980 

$7.9 billion 

$2.4 billion 

$2.1 billion 

OMB feels the storage target of 250 MB by 1978 is overly 
optimistic and that expanding the program beyond 500 MB in 
1980 has not been justified on engineering or cost base. 
They also believe that expansion to 750 MB from the 500 MB 
level would be too expensive (estimated cost, $4 billion). 

Acceleration of the petroleum storage program is justified 
according to both agencies. By accelerating the program, 
we achieve approximately 30 days additional capacity by 
1980. This could result in prevention of $3.0 to $3.5 bil­
lion of impact to the economy during a severe interruption. 

FY 1978 funding for the stockpile program does not preclude 
enlarging or accelerating the program later, but FEA's 
proposal to have facilities in place to expand the system 
to 750 MB appears justified. This contingency would allow 
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us to expand from approximately 60 days storage to 90 days 
storage, resulting in a potential savings of $50 billion 
of economic disruption during an embargo. This is also in 
line with your campaign commitment to speed the program. 

The disagreement between OMB and FEA regarding the level of 
storage for December, 1980 results from OMB's denying 
authority to use two storage sites in Ohio. While these 
are not the most attractive storage facilities, they can 
be utilized in a cost effective manner. 

A major difference between OMB and FEA concerns the price 
to be paid for crude oil to stock the reserve. OMB recommends 
budgeting at the national composite average of $11.40 a bar­
rel. This does not, however, take into acocunt several cost 
contingencies. The present national composite average, 
assuming future OPEC oil price increases, is presently 
$11.81. In FY 1978, the world price, assuming OPEC oil 
price increases, is anticipated to be $15.06. In addition, 
the OMB estimate does not include payment of a cargo pre~ 
ference penalty. Under present procurement law, 50% of all 
oil purchases made by the Federal government must be shipped 
on U.S. bottoms. If the military buys the oil using their 
legal authority, 100% of the oil must be shipped on domestic 
bottoms. In addition, the Congress may include cargo pre­
ference as a part of oil spill legislation. 

Recommendation: Since we have reservations about the 
analysis of both agencies, we recommend you approve the 
OMB request. The future course of this program is in desperate 
need of review and should be thoroughly reexamined before the 
April 20th energy policy statement. The Congress should be 
made aware that the recommendation accompanying this budget 
request could undergo significant change after a careful 
review; the budget should contain a footnote to this effect. 



FEDERAL ENERGY ADMINISTRATION 

Issue: OMB and FEA differ on the need to increase the 
level of audits to the petroleum industry to enforce price 
control regulation. The Agency requests an increase of 
316 positions, bringing their total compliance staff to 
1,652 at the end of 1978. This increase would require 
$2.7 million in 1977 and $9.4 million in 1978; the total 
regulatory program for each year would be $40.2 million 
and $48.8 million, respectively. 

Comment: The FEA regulatory program has experienced severe 
management problems over the last two years. Budget and 
personnel have fluctuated as Congress and the President 
have argued over the future of price controls. 

FEA has concentrated its compliance efforts on selected 
portions of the petroleum industry, auditing only a few 
firms. Coverage has not been very comprehensive. Less 
than 1% of oil importers, crude oil resellers, and natural 
gas liquids processors have been audited and violation rates 
are unknown. Only 6% of the independent crude oil producers 
and 13% of small refiners have been audited and violation 
rates are unknown. Only 6% of the independent crude oil 
producers and 13% of small refiners have been audited and 
the violation rates are 37% and 50% respectively. Only 1% 
of retail gasoline and heating oil dealers have been 
audited; the violation rate is 40%. 

FEA has proposed a significant change in its auditing 
procedures to improve its coverage and increase the assess­
ment of fines. Under their proposal, an audit would be 
made of those firms accounting for 80% of the volume every 
two years and those firms accounting for the remaining 
20% would be covered once in a five-year period. It would 
continue 100% coverage of major refiners. The new pro­
gram would cost $11 million, while it would return $70 
million in violations. 

Under the strategy contained in the Ford Budget, the 
biennial coverage would be less for some important seg­
ments of the industry. The coverage of independent 
crude oil producers, for example, would be 65%; small 
refiners, 25%; and natural gas liquids processors, 55%. 

Under the revised FEA proposal, the percentage of volume 
covered in each case would be 80%. The FEA proposal 
would provide similar coverage over each segment of the 
industry. It represents a comprehensive revamping 
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of the current hodgepodge of regulatory efforts, and it 
is an attempt to initiate audits in some segments which 
heretofore have been ignored. By doubling the audit 
program in some sectors of the industry, FEA would not 
be harrassing small firms; rather it would be providing 
more equitable enforcement and protecting consumers 
from overcharges. 

Recommendation: We recommend you approve the agency 
request because: (1) the financial return to the Trea­
sury from the accelerated program would be substantial; 
and (2) there will be adverse political implications if 
the Ford Administration compliance efforts are not 
visibly beefed up. 



FEDERAL ENERGY ADMINISTRATION 

Note* Issue not raised at OMB 
p;l;rector's Review. 

Issue: Should the various energy conservation programs 
in the FEA, including State grants, energy conservation 
loan guarantees and other relatively small programs, be 
fully funded? 

Discussion: OMB has agreed to provide some but not all 
of the funding requested for the energy conservation pro­
grams in the Federal Energy Administration. The Energy 
Policy and Conservation Act and the Energy Conservation 
and Production Act authorized a number of programs for 
energy conservation to be administered by the FEA. They 
are geared toward short lead-time actions to save energy 
and toward helping the States develop their own energy 
conservation programs. While the total impact of these 
programs is difficult to predict, they do represent vir­
tually the entire energy conservation effort of the 
Congress during the last term. 

FEA has in the past legitimately been criticized for mis­
management and lack of commitment in the energy conserva­
tion area. This in part may explain the reluctance of 
OMB to provide the agency what it feels it could use. 

Recommendation: OMB has compromised with the agency, but 
has still declined full funding for these programs. The 
political ramifications of following OMB's recommendation 
might be adverse, although major increases in the ERDA 
energy conservation budget can in part offset the impres­
sion that your energy conservation commitment is not 
carried out in the Budget. Nevertheless, we recommend 
you fund the State energy conservation grants, and the 
utility, appliance, industrial and Federal energy manage­
ment programs; the total cost of these programs would be 
$31.5 million in FY 1978. 



Department of Health, Education and Welfare 

HEALTH 

Child Health Assessment Program 

HEW's proposal for a new child health program has changed 
since the February 7 Director's review. It originally 
covered all Medicaid-eligible children and all other 
children beneath the poverty line. It provided a 90% 
federal match for health screening and follow-up ambula­
tory care at a cost of $250 million. 

The February 10 program no longer covers all children 
under the poverty line. Instead it includes all 
Medicaid-eligible children and those children whose 
family's income would render them Medicaid-eligible 
but whose status (e.g. intact family) does not. 
Children in these categories are now eligible for all 
Medicaid services, not just ambulatory care. Ambula­
tory care is still federally matched at 90%; the federal 
match for other care remains the same as present. The 
cost of this program is still $250 million. 

Although we are sympathetic to the health care needs of 
poor children, we are unable to adequately assess OMB's 
objections to this program in light of the shifting 
nature of the HEW proposals. Therefore we reach no 
conclusion. 

Medicare Reimbursement 

HEW proposes a phased elimination of Medicare fee dif­
ferentials between urban and rural physicians. The 
proposal calls for $200 million of expenditures in 
FY 1978. 

OMB opposes the proposal on the grounds that it will 
not cure geographic maldistribution of physicians, and 
calls instead for an integrated rural health strategy 
as part of the 1979 budget. 

It is important to note that, while major reforms in 
this area can indeed best be presented in the context 
of a comprehensive strategy, Congressional actions may 
make a complete postponement of such reform impossible. 
For example, Congressman Rostenkowski and others have 



introduced legislation requiring that Medicare reimburse 
physician extenders in rural clinics. Such legislation 
is widely supported and very likely to pass. It would 
cost $25-$30 million in FY 1978. In addition, Senator 
Talmadge's major administrative and reimbursement legis­
lation presently includes Medicare/Medicaid reimbursement 
reform. The Senate Finance Committee staff believes that 
the budgetary impact of this reform will not be felt 
until FY 1979, but some minor expenditures during FY 1978 
may ultimately be included. 

Thus, inclusion of about $30 million in the FY 1978 budget 
for these purposes may be realistic and advisable. 



ADDITIONAL ISSUE NOT RAISED IN THE OMB MEMO -­
SENIOR CITIZENS MESSAGE 

The tentative legislative package submitted to you on 
January 3 contained a proposal for a Senior Citizens 
Message based on the following elements: 

• Social Security. Legislation to solve the short­
term def1cit through wage base increases or other 
measures with effective date postponed to 1979; 
legislation to solve half the long-term deficit 
through "decoupling." 

• Health. A freeze on scheduled increases in the 
Med1care deductible from $124 to approximately 
$144 on January 1, 1978 and in the Part B monthly 
premium from $7.20 to $7.70 on July 1, 1977. 
(Total cost: $350 million) 

• Other. Increased funding for Older Americans 
Act social service, employment and nutrition 
programs. ($10-$50 million) 

HEW and OMB have agreed on a freeze in the Part B pre­
miums {cost: $182 million). However, HEW proposes to 
postpone decisions on Social Security until issuance 
of the Trustees' Report (approximately April 1), did 
not request increases for Older Americans Act programs 
($10-$50 million) and did not request a freeze in the 
Medicare deductible (cost: $10 million). 

While we are sympathetic with the Department's desire 
to postpone Social Security decision-making until after 
the crisis of the first few weeks, we believe it will be 
difficult to prepare a Senior Citizens Message unless 
the decisions on the Medicare deductible freeze and the 
project grant programs are modified. We believe that 
these initiatives would be a highly visible gesture toward 
senior citizens, and would fulfill the implied commitment 
contained in campaign criticism of the deductible increase 
which President Ford allowed to take place last January 
1, from $104 to $124. We believe these considerations 
outweigh the value HEW sees in allowing the deductible 
to increase as a deterrent to overutilization of services. 

Freezing the Medicare deductible and adding a modest increase 
for the Older Americans Act would have a significant public 
impact with relatively modest budget cost. 



EDUCATION 

Education of the Disadvantaged (Title I) 

The Ford budget of $2.285 billion is identical to the 
FY 1977 level. OMB has recommended a $200 million increase 
( 9%) above the Ford budget. HEW requests an additional 
$150 million to be divided between Title I and emergency 
school desegregation aid. 

Although the program is clearly far from perfect, we recom­
mend serious consideration of the HEW proposal. Title I 
presently serves fewer than half the eligible students. 
A significant increase in funding would be a signal to 
both education and civil rights constituencies of this 
Administration's commitment to education, children, and 
the disadvantaged. 

Basic Opportunity Grants (Higher Education Assistance) 

OMB has allowed a $208 million increase to extend participa­
tion to 500,000 middle-income students. If overall budgetary 
considerations permit, we urge serious consideration of 
HEW's proposal for an additional $264 million to raise the 
maximum award per student to $1,600. 

The Congress last year authorized an increase in the maximum 
grant from $1,400 to $1,800 per year. (Note that BOG assis­
tance cannot reimburse more than half of a student's educa­
tional costs in any year). Increasing the grant to $1,600 
would stress the Administration's concern for low and moderate 
income families hard-pressed to send their children to college. 

We believe that aid to families with children in college or 
other post-secondary schools is a legitimate way to assist 
our moderate income constituency, and--regardless of your 
decision on this item--would strongly urge consideration 
of major legislation in this area in next year's legislative 
package. 

National Direct Student Loan Program 

The OMB has proposed eliminating the federal contribution to 
the NDSL revolving fund, essentially on the ground that col­
leges and universities (who control awarding of the loans) 
grant loans to many students who are not truly needy. To 
implement the OMB proposal would require legislation. 



HEW suggests adding $286 million--the statutory minimum--
to the fund. We strongly urge your support for this approach 
on the following grounds: 

• Congress is unlikely to adopt the legislation needed 
to implement a cut, and so budget savings are illusory. 

• Congress provided the guarantee of continued NDSL 
funding as part of a legislative compromise with 
private colleges in which much student aid was taken 
from the control of institutions and funneled through 
direct federal aid to students (the Basic Opportunity 
Grant Program). A sudden retreat from this commitment 
would be met with genuine outrage by private colleges 
and universities. 

• Successful elimination or reform of NDSL is much more 
likely in the context of an overall Administration 
higher education package which would be submitted 
next year. Moving precipitously without advance 
discussion could jeopardize the goodwill needed to 
develop and enact major higher education legislation 
next year. 

Impact Aid 

OMB proposes to cut from the FY 1978 Budget all of the $68 million 
in funds currently allocated in FY 1977 to "Part C" of Impact 
Aid. This provision provides aid to school districts serving 
children in public housing. The funds are designed to compen­
sate for the tax-free status of public housing property, and 
to ease the f±scal burden on communities which voluntarily 
accept low income housing. The OMB objection that these 
funds need not be spent directly on poor children is therefore 
not directed to the real justification of the program. We 
would agree with the HEW recommendation that this program 
continue at current levels, pending review in next year's 
budget and in developing the overall education legislation 
the Administration will offer next year. 



HOUSING AND URBAN DEVELOPMENT: COMMUNITY DEVELOPMENT 

Issue: OMB has accepted BUD's recommendation to 
increase Community Development Block Grant (CD) budget 
authority for FY 1978 $3.5 billion to $4 billion. 
$100 million of the new appropriation is to be 
distributed in accordance with the grant formula 
(which may be modified) . The issue is whether the 
remaining $400 million in new funding should also 
be distributed in accordance with the formula, or 
whether it should be allocated to a new "Urban Develop­
ment Action" discretionary fund that Secretary Harris 
would use to "leverage" private investment in urban areas. 

Discussion: Since OMB and HUD have agreed on the 
funding level for the proposed CD program, the question 
of how the funds should be allocated can, and in our 
judgment should be deferred until next week, when BUD's 
legislative package and a more specific description 
of the proposed discretionary program will be available 
for review. Jack Watson concurs in this judgment. 

The decision should be deferred because: 

It has no budget impact and need not be made 
at this time. 

The creation of a flexible urban development 
capacity is Secretary Harris' highest priority. 

There is no major new urban policy or community 
development initiative in BUD's 1978 package; all 
the other legislative recommendations seek 
incremental changes to achieve policy goals. 
We should not peremptorily reject a program 
which would be an important signal to a variety 
of constituencies which expect a strong Carter 
urban policy. 

There are special development opportunities, 
sometimes requiring heavy front-end investment, 
which cannot, in our judgment, be capitalized 
upon under the present program. The objectives 
of the discretionary fund are not identical with 
the purposes of existing programs. The point, 
though, is not to pre-judge the issue but to 
consider Secretary Harris' specific proposal when 
it is available this week. 

Recommendation: Defer decision without prejudice on discretion­
ary fund unt~l next week. 



HOUSING AND URBAN DEVELOPMENT: SUBSIDIZED HOUSING 

Issues: Should the budget for subsidized housing provide for 
(1) higher rent ceilings, (2) an extension of the Section 8 
rent subsidy from 20 to 30 years, and (3) specially earmarking 
Section 8 funds for 50,000 state-financed units? 

OMB Recommendations: OMB opposes all three changes, on the 
grounds that (1) rent ceilings are adequate, (2) lenders are 
willing to finance subsidized housing without a longer subsidy, 
(3) shorter subsidies increase the lender's incentive to under­
write selectively, and (4) state-financed units are 18% more 
expensive than privately-financed units. 

(1) We have no comments with respect to raising rent ceilings. 

(2) Extending Rent Subsidy from 20 to 30 Years: Section 8 -­
the major subsidized housing program -- provides for two kinds 
of new construction: privately-financed, and government-financed 
or insured. The program has been relatively unsuccessful in 
attracting conventional private financing, with 80% of the 
projects relying on government financing or insurance. For 
FY 1977, HUD reports that 80,000 units are not moving to starts 
because private financing is unavailable. 

Continued failure to attract private capital will threaten two 
Administration campaign commitments: meeting the Ford Adminis­
tration's objective of 400,000 assisted units per year, which 
will be difficult as is, and fulfilling this Administration's 
policy of generating private sector involvement. 

The present 20-year rent subsidy has been incapable of attracting 
adequate private investment for the following reasons: 

Mortgages for subsidized multifamily units average 
30-40 years. According to the chairmen of a half 
dozen leading mortgage lending institutions, lenders 
are generally unwilling to provide mortgages sub­
stantially beyond the term of the guaranteed Federal 
subsidy. They will not accept the risk of a projected 
reduction in income stream. 

The alternative -- providing 20-year mortgages -­
raises annual debt service costs, pushing rents 
above HUD rental ceilings, making such financing 
impossible. 



Since government-backed financing (FHA, GNMA) 
provides for a 40-year mortgage, with lower 
amortization, conventionally financed units 
cannot compete favorably on a cost basis. 

Secretary Harris' recommendation that the rent subsidy be 
extended from 20 to 30 years would not affect outlays for 
20 years, but would increase budget authority $5.5 billion 
in FY 1977 and $5.1 billion in FY 1978. Beyond the factors 
cited above, this proposal deserves consideration for the 
following reasons: 

Key members of Congressional housing committees 
(Senators Proxmire, Cranston; Congressmen Reuss, 
Boland) support the 30-year proposal; Reuss regards 
present subsidy as a "fraud." 

Lenders, developers without a financial interest, 
and housing experts (Bob Embry; Dick Ravitch) 
unanimously agree that the required levels of con­
ventional financing will not be forthcoming under 
the present subsidy agreement. 

Since most financing under the program is FHA-insured 
with 30-year terms, the government faces serious 
default problems once the 20-year subsidy ends; 
alternatively, the subsidy will be renewed. One way 
or another, the Federal government will subsidize 
these units after 20 years; the issue is whether this 
year's budget will reflect that reality. 

Recommendation: Although investment behavior cannot be pre­
dicted with certainty, we believe that Secretary Harris' 
proposal should be approved. 

(3) Providing for 50,000 state-financed (HFDA) units as part of 
the 400,000 units for FY 1978. 

Secretary Harris' 
outlays but would 
a 40-year period. 
budget authority, 
financed units as 

proposal would have no immediate impact on 
increase budget authority $4.3 billion over 

OMB's rejection is based on (1) the increased 
and (2) the allegedly greater cost of state­
opposed to privately-financed units. 

The increased budget authority reflects the fact that state­
financed subsidies extend for 40 years, rather than 20 years 
when a private lender is involved, requiring twice as much 
budget authority per unit. 



You should consider the following factors in reviewing this 
decision: 

It is critical that this Administration meet the 
Ford Administration objective of 400,000 annual 
assisted units. State-financed units have supplied 
a majority (52%) of new starts achieved under the 
Section 8 program. Units placed under reservation 
by HFDA's have almost twice the likelihood of 
actually becoming starts than non-state-financed 
units. We are considering, in short, the one part 
of Section 8 which has clearly worked. 

HUD believes that in FY 1978 state-financed units 
could achieve at least 70,000 reservations, well 
above the 50,000 reservations Secretary Harris 
has proposed. Some housing experts question the 
70,000 figure. 

Since no new outlays are involved the legitimate 
budget question is budget authority. The argument 
that state projects require twice as much budget 
authority does not consider the fact that assis­
tance for privately-financed units would generally 
be renewed after the 20-year period to avoid the 
wholesale eviction of project tenants. The dis­
tinction between 20 and 40 year terms thus breaks 
down if you assume that lower income tenants in 
higher-cost projects will require assistance for 
the longer period. 

The notion that state-financed units are more costly 
ignores certain considerations. First, subsidy 
figures for FHA-insured projects do not take account 
of the usual accompanying GNMA subsidy. Second, 
the cost of FHA-insured projects does not take 
into account HUD's risk of loss if the project 
defaults -- HFDA's assume that risk. Finally, 
HFDA provides for higher contract price units so 
that their projects can be financially viable, con­
tributing to the much larger failure rate of non­
HFDA d1?velopments. 

Co1~ressman Ashley (Chairman of the Housing Sub­
committee) believes if HFDA units are not specifically 
included, Congress may put them back in. Other 
Congressional leaders do not necessarily see strong 
feeling on this issue. 

Recommendation: We believe you should consider approving the 
50,000 state-financed units to increase the likelihood of our 
meeting the 400,000 unit goal. 



Justice 

Law Enforcement Assistance Administration for juvenile 
justice and delinquency prevention programs 

Recommendation: We support OMB's view. 



Legal Services Corporation (Issue not raised in OMB memo) 

Issue: Should the budget authority for Legal Services 
Corporation be increased over its current funding of 
$125 million? The Corporation requests $217 million in 
budget authority. OMB has recommended $150 million. 

Agency Position: The Corporation requests $217 million for 
FY 1978 so that it can begin to meet its statutory mandate 
to provide minimal legal services to poor persons. This 
amount would enable the Corporation to provide minimum 
access to legal services for the first time to approximately 
10.6 million poor persons who do not now receive such service. 

The Corporation believes that previous funding levels were 
inadequate and that increased budget authority is necessary 
to demonstrate this Administration's commitment to legal 
services for the poor. 

OMB Views: The OMB believes that the Corporation has provide 
no evidence to support its estimate of the number of poor 
people and their need for legal representation. They believe 
that the Corporation did not show that funds were not 
available from other sources. 

The OMB recommends FY 1978 budget authority for $150 million. 

Recommendation: We recommend that the budget authority be 
increased to approximately $200 million. This figure would 
reserve the trend of previous administrations, and demonstrate 
our commitment to equal access to the courts. Attorney General 
Bell supports the Corporation's full $217 million request. 



ISSUE Additional funds for maritime operating and 
construction subsidies 

Discussion 

The merits of shipbuilding and operating subsidies hinge 
on the national defense justification for a strong merchant 
marine. During the campaign we specifically endorsed the 
national security concept and affirmed support for a strong 
American built and manned fleet. 

Current construction funds are sufficient to carry the program 
at present levels. There will be criticism of our failure 
to deliver on our campaign commitments to accelerate the 
rate of ship construction, but there is legitimate doubt 
whether additional ships actually need to be constructed for 
service in our merchant fleet. 

A more diffiQdt~estion is raised by the proposed moratorium 
on new contracts for operating subsidies. Top executives 
of major American flag shipping companies have contacted us 
to indicate that there will be disruption of their industry. 
They claim their ability to bid for new contracts, obtain 
financing, and hold market shares will be jeopardized. The 
maritime unions also view the moratorium as an unexpected 
threat to their jobs. 

While the concept of keeping our options open sounds 
plausible, operating subsidies for our merchant marine 
cannot realistibally be phased out in the forseeable future. 
Support for the merchant marine is very strong in Congress, 
and we can expect quick Congressional action to reverse 
restrictions on operating subsidies. 

Recommendation 

Accept OMB's recommendation for no new construction authority 
but lift the restriction on the signing of new contracts. 
Unless we fully intend to take on the issue of maritime 
subsidies during this budget cycle, it is unwise to incur 
the political liability of appearing to oppose maritime 
interests, based on the unrealistic belief that we are keeping 
our options open. 



ISSUE Funds for Urban and Highway Transportation 

Discussion 

In comparison with the Ford Budget, OMB's recommendations 
will add approximately $1 billion to the highway ceiling 
and $50 million for mass transit. On political grounds 
the increase in highway funds is sound. The House would 
almost certainly raise any ceiling which we proposed which 
was below last years level. On programatic grounds the 
small increase in transit funds (for buses) and the 
moratorium on major commitments for transit projects is 
also sound. If we are to move to consolidated funding 
we need to refrain from long term commitments which would 
have to be fulfilled even after the adoption of consolidated 
funding. 

However, the political liabilities of substantially increasing 
highway funds while holding down mass transit appro-
riations should not be underestimated. We can expect 
severe criticism from big city mayors, transit operators 
and liberals generally for this presumed slighting of mass 
transit. The OMB mass transit proposal is far below the 
$400 million in increased capital grant funding ofiginally 
requested by Secretary Coleman. To varying degrees we will 
lose the trust of urban transit supporters and this will 
complicate any effort to achieve consolidated transportation 
funding in the future. New momentum will be generated for 
Senator Williams $11.4 billion transit aid bill. 

Recommendation 

Accept OMB recommendation but inform Congress that we will 
be proposing consolidated funding for urban transportation 
during this budget cycle. 

Small additional increases in funds for buses will not solve 
our political problems. Therefore we should follow this 
budget as quickly as possible (within 60 days) with our 
proposals for consolidated financing for urban transportation. 
The only shield we will have from criticism of these budget 
priorities will be our proposals for new funding mechanisms. 



ISSUE Additional capital funds and interest subsidies 
for the Washington METRO transit system 

Discussion 

METRO has experienced enormous cost overruns and faces large 
operating subsidies when completed. The system is currently 
in the midst of a reevaluation of its future. It is important 
that this review by local jurisdictions be completed in 
a fiscally disciplined framework without assurance of full 
federal funding. 

Additional help for METRO may be appropriate later. But 
bailing METRO out now will set a precedent which other 
cities may expect to be repeated later, and we should not 
risk raising undue expectations of federal help in other 
areas. 

Recommendation 

Accept the OMB recommendation to postpone additional capital 
and interest subsidies until the evaluation studies are 
completed. 



ENERGY RESEARCH AND DEVELOPMENT ADMINISTRATION 

The OMB Director's Review of the ERDA Budget has not 
been held, and we have not yet been supplied the cur­
rent information. There are three major issues which 
need to be evaluated: 

nuclear proliferation 
fast breeder reactor 
synthetic fuels 

We will be analyzing these issues as soon as the 
materials are provided to us. 



ISSUE 

Note* Issue raised in earlier 
OMB memo 

Labor Department job programs 

Discussion 

The jobs component of the fiscal stimulus package has 
already gone to Congress. OMB recommends no change in the 
overall size of the package but raises two issues which 
deserve attention: 

1) That the array of new categorical programs and 
the reimposition of greater federal control in 
setting standards for CETA block grant programs 
represents a basic change in the relation of states 
and localities to the federal government. 

2) That the Labor Department package runs directly 
counter to the stated goal of a counter­
recessionary program. No planning is being done 
for phase out, and the proposed program mix will 
be much harder to cut back than a less categorical 
delivery of jobs money to the states and localities 
for temporary projects. 

To some extent these problems are inherent in the use of a 
jobs program at all in the stimulus package. There is a 
basic conflict between the creation of useful jobs at the 
local level, and the desire to have a program which can be 
painlessly cut back as the economy improves. A counter­
recessionary jobs program can be especially unfair to the 
disadvantaged, who may find that there is no federal money 
to keep them on local payrolls when the economy improves. 

Recommendation 

In light of the detailed message to Congress outlining our 
jobs program, we have little choice but to retain the basic 
features of the program. Within this framework, however, 
the Department of Labor should be instructed to attempt 
to maximize the freedom of local decision makers in the 
design and implementation of their own programs provided 
they perve the populations we seek to help. In addition 
DOL should begin planning measures to implement the phase 
down of these programs as the economy improves. 



MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

February 11, 1977 

THE PRESIDENT 
(i J 

STU EIZENSTAT t) ~· 

Hospital Cost Containment 
Program 

HEW Secretary Califano has endorsed and further developed 
the program to control health inflation that was contained 
in the draft legislative package I submitted to you on 
January 3. My staff and I have closely examined the HEW 
proposal, and although we are not wedded to each detail, 
we are in full agreement with this program. It is now 
included in the budget submission being transmitted to 
you by OMB Director Lance. 

The program would limit overall cost increases in our 
hospitals, where 40% of all health spending occurs. 
Hospital inflation is now 15% per year. The program 
would limit the national growth of hospital expenditures 
per patient to approximately 10% per year. Federal 
Medicare and Medicaid savings would be $793 million in 
FY 1978, total savings to the economy would be $1.65 
billion, and state and local Medicaid savings would be 
$115 million. A more detailed description of the program, 
prepared by HEW, is attached as Tab A. A copy of this 
description is being circulated to the Economic Policy 
Group for their comments. 

This is an interim approach, designed to operate for 
18-24 months, to be introduced and passed as a complement 
to the permanent Talmadge system for prospective reim­
bursement of hospitals. The sophisticated Talmadge 
system would take over on a phased-in basis as adminis­
trative capability permits. 

My staff is working with Senator Talmadge's Finance 
Committee staff on his legislation establihsing the 
permanent system. Further, the Senator's staff reports 
that he is willing to support the interim cost contain­
ment program. In fact, staff indicates he is prepared 
to make it part of his bill, if you request that he do so. 
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If you agree that we should continue to pursue this 
approach, the need for your involvement is now great. 
The publication of our proposed budget on February 22 
will make necessary an explanation of how we antici­
pate accomplishing the Medicare/Medicaid reductions 
it contains. 

The first priority is to consult in advance with the 
health leaders on the Hill. My staff has talked with 
the major Hill staff members and believe that this pro­
gram will be supported. Tab B contains the names of 
the eight senators and Congressmen whom you might call 
early next week, and suggested approaches you might take 
in those conversations. 

The remaining interested parties--labor, business, health 
insurers, and health providers--will be contacted by 
Secretary Califano and me. The reaction to this pro­
posal will probably be as follows: 

l. Labor. The unions will be generally supportive. 
They are concerned about rising health costs, they 
recognize that National Health Insurance depends on cost 
containment, and they support the expenditure limit 
approach in the Kennedy-Corman Bill which--like the 
proposed program--does not involve wage and price con­
trols. Those unions with hospital employee members may 
have difficulties with the program. We will attempt to 
address this problem by explicitly incorporating into 
the exceptions criteria a consideration for low-wage 
hospitals. 

2. Business. Although as a general principal the business 
comrnun1ty 1s opposed to federal intervention, it is 
increasingly concerned about health care costs and becoming 
aware that the health industry departs from traditional 
market models. If handled gingerly, the business commu­
nity could be persuaded not to vehemently oppose the pro­
posed program. The automakers have been the most visible 
in discussions of health costs, and may even be supportive. 

3. Insurance Industry. The health insurance industry is 
also deeply concerned about health care costs. Some Blue 
Cross chapters are on the verge of bankruptcy. In addition, 
sophisticated industry leaders recognize that if inflation 
continues unchecked, the public and Congress may accept 
the argument that only total federal financing can control 
health costs. We should make the insurance industry aware that 
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this program represents its opportunity to demonstrate 
that it can work effectively with hospitals to control 
costs and that it deserves a major role under national 
health insurance. It should also be made aware that 
the most widely mentioned alternative to the system­
wide limitations proposed here is a limitation on 
Medicare/Medicaid expenditures alone. The industry 
strongly opposes this alternative because it would 
force hospitals to shift their rising costs to private 
payors. 

4. Health Providers. Hospitals will complain strongly 
against the program, although many recognize that such 
a system is necessary to enable them to resist physician 
demands for more expensive equipment and so forth. The 
AMA will be strongly opposed. 

You may wish to have me send, over your signature, a 
series of telegrams to selected leaders of the above 
communities, urging their support and recommending con­
sultation with Secretary Califano and myself. 

This proposal is not a system of wage and price controls, 
but an effort to limit the overall growth of hospital 
expenditures. Experience indicates that without govern­
ment intervention, health inflation will continue 
unchecked. 

I believe that this program has good prospects for 
adoption, and that a strong cost containment effort is 
crucial to the success of any national health insurance 
proposal. 

cc: Frank Moore 



February 10, 1977 

HOSPITAL COST CONTAINMENT SYSTEM: 
HEW PROPOSAL 

Summary of the Proposal 

The President would initiate an effort to develop a permanent hospital 
cost containment system to cover all payers--Medicare, Medicaid, Blue 
Cross, commercial insurance and self-pay. The Secretary would appoint 
a national advisory committee of broad representation to advise 
on all aspects of the system and help determine future trends in 
spending for hospital care. The program would be directed by the 
Secretary of HEW and would begin with a directive from the Congress 
to establish limits on annual rates of increase in hospital reimbursement 
from all payors, beginning in FY 1978, after consultation with the 
health industry and the public. The program itself would be administered 
in large part by the hospitals and private third party payors who would 
be responsible for working with the Federal and State governments 
to achieve needed efficiencies and economics in health care. 

Recognizing that a SUmple ceiling on increases in hospital 
reimbursement can be inappropriate for changing conditions over a long 
period of time, the Secretary would be authorized to work in consultation 
with the Congress to evolve a more permanent cost containment program, 
the form and stringency of which would be subject to negotiation 
with the health industry and advice of the national committee. This 
plan would then remain in effect until absorbed by reimbursement 
provisions of a comprehensive national health insurance plan. The 
Secretary would also be directed to develop criteria to waive Federal 
cost containment requirements in those states that have acceptable 
hospital rate review programs. 

Budset Implications 

Fiscal Years 
(In millions) 

1977 1978 1979 1980 1981 

Hospital Spending without 
Cost Containment $ 64,652 $ 74,931 $ 86,396 $ 99,269 $ 113,266 

Estimated Savings 2,442 4,900 7,840 10,888 
Federal Medicare 659 1,323 2,117 2,940 
Federal Medicaid 134 270 431 599 
State Medicaid 115 230 368 512 
Other State & Local 291 583 933 1,296 
Private Sector 1,243 2,494 3,991 5,542 
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Key Features of the System 

- Appointment of a national level advisory committee composed of 
individuals representing consumers, insurers, physicians, nurses, 
hospitals, labor, business and government. Specific responsibilities 
of the committee would include advising the Secretary of HEW on: 

1. Criteria for granting waivers from Federal cost contain­
ment programs, both short term and long term, for those 
States with acceptable hospital rate review program, and 
how the Department could further assist states in developing 
that capability. 

2. The potential effects of alternative levels and types of 
hospital cost containment, beginning in FY 1978. 

3. Any proposed hospital cost containment regulations or policies 
prior to their publication for public comment. 

- Congress would direct the Secretary of HEW to establish prospective 
limits on increases in hospital reimbursement for all payors for 
beginning in FY 1978 after consultation with the health industry 
and the public. Provision would also be made in the legislation 
for adding necessary staff. 

Tentative Timetable - Assumes passage in May, 1977 and first 
reimbursement limits effective on October 1, 1977: 

1. Secretary solicits opinions through a notice of intent 
published immediately upon passage of legislation. 

2. National level advisory committee selected by July 1. 

3. Secretary consults with advisory committee representa­
tives of major national organizations (by July 15). 

4. Secretary holds public hearings in each of the HEW 
regional office cities (by August 15). 

5. Secretary establishes tentative limits and publishes 
notice of proposed rule making for 30 days of public 
comment (by August 22). 

6. Secretary consults with national advisory committee and 
representatives of major national organizations and makes 
any necessary changes in limits, which are published in 
final form effective October 1. 
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Preliminary Recommendations for FY 1978 

1. Urrler the Federal System, a limit of approximately 9% on 
increases in reimbursement for operating costs per 
admission for each hospital, with exceptions totaling 
about 1% of expenditures to handle unusual financial 
hardships and the added cost of approved new capital 
and services. 

2. Waiver for States with acceptable hospital rate review 
programs. 

3. Separate controls on hospital outpatient departments, to 
encourage alternatives to inpatient care. 

4. Federal programs would encourage additional cost con­
tainment activities such as second opinion before surgery, 
pre-admission review for non-emergency hospital care, etc. 

5. Monitoring for compliance by Federal government, primarily 
using data already reported by hospitals for other 
programs, such as Medicare and Medicaid. Hospitals found 
in violation of reimbursement ceilings in any year could 
"repay" excesses by reducing charge or reimbursement 
increases in future years. Civil and criminal penalties 
would be included to combat fraud and abuse. 

Program Justification 

There is an urgent need to set a course of actions designed to contain the 
continued rapid and disturbing rise in the cost of health care, particularly 
the cost of hospital care. These costs continue to increase much more 
rapidly than the overall cost of living, and abatement is not likely unless 
strong action is taken. The Department therefore proposes a multi-stage plan 
to contain the increase in hospital costs, all based on a strong Presidential 
initiative. 

Over 90 percent of all expenditures for hospital services are now paid for 
by some third party. More than 50 percent of hospital spending is 
reimbursed based on costs incurred by the hospital in providing services 
(cost-reimbursement), with another 40 percent paid by insurance companies 
based on the charges billed by the hospital. Medicare and Medicaid as well 
as most Blue Cross plans use the cost-reimbursement system. Cost-reimburse­
ment was originally considered the best cost control device for public 
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programs--hospitals would not lose money, nor would they make profits. 
However, it is now generally recognized that open-ended cost-reimbursement 
has not encouraged sufficient restraint in spending by health care pro­
viders. In effect, the higher the hospital's cost, the higher its 
reimbursement. 

Since the introduction of Medicare and Medicaid, the average cost of a day 
in the hospital has tripled from $44 per day in 1965 to $154 per day in 
1976 compared to only a 70 percent increase in the overall cost of living. 
During this past year alone, while the overall CPI rose 7 percent, the cost 
of a stay in the hospital rose almost 15 percent, and the rate of increase 
is expected to be almost as high in the next few years. These increases 
alone have added about $2 billion to the budget of public financing pro­
grams in FY 1976 and are expected to add an additional $2.5 billion in 
FY 1977. Previous attempts to control the costs of just public programs 
have been fragmentary, small scale, generally arbitrary and have had little 
net effect on either program or total hospital costs. Most of the depart­
ment's current efforts are either limited in scope, just starting or 
experimental in nature. Therefore, postponing development of a comprehensive 
hospital cost containment system would merely perpetuate the current cost 
escalation and reduce the likelihood that the nation could afford national 
health insurance. 

Estimated FY 1978 Allowance 

The basic allowance 

Expected increase in wages in the general economy 8.1% 
Expected increases in price (total CPI) 5.5% 

Weights: payroll = 55% 
non-payroll = 45% 

Calculation: 7.0% due to increases in wages and prices 
(8.1% X .55 + 5.5% X .45 = 6.9%) 

2.0 for added intensity 
9.0 total basic allowance for each hospital 

Adjustments 

The FY 1978 allowances would include two adjustments: 

1. Revenues to cover added depreciation due to increases 
in services or facilities where they could not be 
financed out of the revenues generated by the added 
patients (pool of $100 million under Medicare and Medicaid 
to be dispensed by the States on an individual case basis); and 
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2. Exceptions for unusual financial hardships causing a 
negative cash flow or unusually large wage settlements 
required by equity considerations, e.g. effect of 
minilnum wage laws (estilnated to be approximately $50 million 
under Medicare and Medicaid). 

Basis for Long Term Estimate of Savings 

The hospital expenditure projections above were based on the FY 1976 
estilnate of hospital spending by the Office of Research and Statistics 
of SSA. They were inflated by the annual growth rates estimated by the 
SSA Actuary. The rates of growth were then reduced for inpatient 
services in short term general hospitals to take into account a 9 percent 
limit on increases in rebmbursement per admission, plus exceptions and 
adjustments. No savings were estimated for long term, psychiatric or 
tubeculosis hospitals. Finally, the savings were apportioned to each 
payor based on its percentage of hospital expenditures in FY 1976. 

Supporting Arguments 

1. Medical Costs Are Out of Control 

- Hospital spending rose over $7 billion in FY 1976. 
- Cost per hospital stay rose almost 15% in FY 1976. 
- Medicare and Medicaid spent $14.5 billion for hospital care in 

FY 1976, and expect to spend almost $18 billion in FY 1977. 
- Half the increase is due to inflation, while the other half is 

is accounted for by additional use of inputs. 
- Unless something is done to contain the increase, total hospital 

spending will be almost $75 billion during FY 1978, with the 
Federal Government spending about $30 billion. 

- If inflation is allowed to continue at current rates, spending 
under national health insurance could double in five years. 

- The HEW proposal would provide substantial fiscal relief to 
States and localities. Savings could be in excess of $400 million 
in FY 1978, growing to $1.8 billion by 1981. 

2. Direct Implications for National Health Insurance 

- The short-run limits on reimbursement increases are not considered 
by anyone to be the panacea making national health insurance finan­
cially feasible. They are a necessary first step in an evolution­
ary process to build in long-run cost and quality controls as pro­
mised by the President during the campaign. 

- The HEW proposal commits the administration to prospective reimburse­
ment, not permanent controls based on any specific short-run approach. 
This is completely consistent with a major campaign promise. 

- The HEW proposal would encourage the evolution of strong positive 
relationships between the Federal government and States, and would 
not lock the Federal government into any particular arrangement 
that would not be consistent with the administrative structure of 
national health insurance. 
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3. Effects of Cost Containment Efforts Lbnited to Medicare and Medicaid 
Alone. 

- Freezes in the principles of the 1977 and 1978 Ford budgets. 
- At best, it would achieve short-run budget control, with no 

real cost containment potential. It would not curb total 
hospital costs, and hence national health insurance would 
become extremely expensive in furture years. 

- would have a whipsawing effect of shifting costs to private 
insurance, adding to the burden now faced by the average 
American worker. 

- Would eventually result in a fraud and abuse problem similar 
to that now faced by Medicaid. 

Within five years a Medicare hospital day might be rei~ 
bursed at $236, while a private sector day might cost 
283. 
The likelihood of a further 20% difference in payment 
might result in hospitals rethinking long-standing 
commitments to Medicare patients. 

-- Two class medicine could become a reality for Medicare. 
-- Might discourage hospitals from admitting elderly patients, 

and bring back "ward medicine". 
- The cost differentials between public and private patients will 

eventually catch up with us--leading to pressure for distuptive 
termination of controls. 

- Controls on Medicare alone would be politically unacceptable--to 
aged groups, labor, and the private insurance industry. 

4. Administrative Burden 

- The HEW approach, by relying on existing third party mechanisms 
would have minbnal additional administrative cost. 

- The HEW proposal would require no more than about 100 new staff 
once fully implemented. 

- A program limited to Medicare and Medicaid would not be much less 
costly to administer. 

- The State waiver provisions would encourage continued investment 
by States in prospective reimbursement systems consistent with 
long-term Federal policy objectives. 

- A strong involvement of the President in jawboning could have 
significant positive effects in encouraging greater efforts by 
the Governors and State and local agencies to solve cost problems 
themselves. 

5. Value of Private Sector Efforts 

- No large-scale private sector efforts have been undertaken yet. 
- Anecdotal evidence on private sector efforts to date show that 

these efforts are necessary but not sufficient. They are frag­
mented, and clearly do not have adequate influence in most 
communities. 

-Most communities are now looking to the public sector, especially 
the Federal government, for leadership. 

- Not supporting such activities by a comprehensive Federal cost 
containment system would severely undermine the potential benefits 
of State and private sector efforts. 



TAB B 

SUGGESTED REMARKS TO CONGRESSIONAL 
HEALTH LEADERS 

Senator Herman Talmadge - Chairman, Health Subcomndttee, 
Senate Finance Committee 

I would like to propose a short-term program which places 
a limit on the expenditures per patient each hospital can 
make. This program will reduce hospital inflation from 
15% to about 10%. It is meant to complement your efforts 
to establish a permanent prospective reimbursement and 
cost control system. I hope it can be a part of your 
prospective reimbursement bill, which I support fully, 
and which our staffs have been working together on. My 
staff and yours will continue to work together. 

Senator Edward Kennedy 

Congressman Al Ullman 

Congressman Tip O'Neill 
Senator Robert Byrd 

- Chairman, Health Subcommittee, 
Senate Labor & Public Welfare 
Committee 

- Chairman, House Ways & Means 
Committee 

- Speaker of the House 
- Majority Leader of the Senate 

I would like to propose a short-term program which places 
a limit on the expenditures per patient each hospital can 
make. This program will reduce hospital inflation from 
15% to about 10%. I believe that this interim inflation 
control program, which will later be replaced by a perma­
nent prospective reimbursement system, is the essential 
first step toward national health insurance. I look 
forward to your support. My staff is ready to brief 
you and work with you. 

Congressman Dan Rostenkowski - Chairman, Health Subcommittee, 
House Ways & Means Committee 

Congressman Paul Rogers - Chairman, Health Subcommittee, 
House Interstate and Foreign 
commerce Committee 

Senator Russell Long - Chairman, Senate Finance 
Committee 

I would like to propose a short-term program which places 
a limit on the expenditures per patient each hospital can 
make. This program will reduce hospital inflation from 



15% to about 10%. I believe that this interim inflation 
control program, which will later be replaced by a perma­
nent prospective reimbursement system, is essential to 
control our rising health costs and to make possible 
important reforms in our health programs. I look forward 
to your support. My staff is ready to brief you and to 
work with you. 



_/VI etnoranaum OFFICE OF MANAGEMENT AND BUDGET 

. 
To: Mr. Bert Lance, The Director '}>ATE• February 10, 1977 

FROM: Bo Cutter 

SUB.JECT: 
Budget Discussion with the President 

... 

This is for your meeting today with the President. Attached 
is a list of the budget appeal issues that we think should 
be discussed with the President on Monday or Tuesday. Other 
issues that agencies are.appealing can be settled here in 
OMB. We will give you a full list. 

We presume that the budget issue discussions with the 
President should include agency heads for those i~sues 
affecting the Departments of Health, Education and Welfare, 
Housing and Urban Development, the Environmental Protection· 
Agency, and the Federal Energy Administration/Energy 
Research and Development Administration. Our ·estimate- of 
the time needed for all the discussions is 5 hours. If no 
agency heads are included, the time could be reduced to 3-
1/2 hours. . .. :~ ... , '. 

The first issue on Labor's fiscal stimulus programs is mo.re 
urgent than the others. Chairmen Mahon (House 
Appropriations) and Giaimo (House Budget) are calling OMB to 
ask that appropriations requests for the fiscal stimulus 
package · be sent to the Congress as early as possible next 
week. We can send such a package if the issue on· the Labor 
training and job· programs is. resolved quickly--today if 
possible. However, we do feel that the present design of 
Labor's part of the stimulus package represents a major~ and 
relatively unexamined, change in strategy and could have 
important effects upon program capability, personnel 1evels, 
·and our ·ability to phase programs out in later years. 

Attachment 

cc: Dale McOmber 

bee: Official file .(BRD/FAB 
Mr. Cutter (2) 
Mr. Modlin 
Mr. Mathiasen 
Mr. Dame 
Mr. Strauss 

Rm .. 6025) Mr. Johnson 
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Control 
Chron 

.BRD/FAB:DMcOmber/DMathiasen:sar 2/10/77 

,J 
I 

I 
. I 

I 
I --- -~-~----~-~_.,..., ...... _,. ___ ~_--· ..... ..,.,, ....... _......_._~~·-·---~·----------.....,.,..,.._,...__ 

. . ~:..::; .. : :~-.-- . "-. _ ..... ,. :_,. , ....... J I 



;. . 

2/9/77 

Fiscal Stimulus Package ~-.Department of Labor Issues 
... ' 

; '. ·.:r:··::~~ 
., .~ __ oc·;;..,_:::j.: 

The Department of Labor design for the programs to implement 
its part of the fiscal stimulus package present major policy 
issues for the future direction of manpower programs and for 
the potential of phasing out these expenditures after the need 

. for stimulus is past. ..-.·.···. 
;.- .... 

Categorical Programs for Youth, Veterans, Migrants c. etc 

-- ~Labor ~ould ·.·impose strong Federal controls on 
and Federal review and approval of projects, in order 
quality. Annual cost: $1.6 billion. 

. /-:·~-~. ·_ 

design 
to insure 

This reverses the pattern in Comprehensive Employment 
and Training Act (CETA) of prouiai.Ds considerable local. 
discretion on PF~gram de~ig~~ 

Labor would move comparable controls to the base CETA 
programs, arguing that CETA fails to serve the disadvantaged 
adequately (67% vs 78'>fo, in predecessor programs) or to use skill . 
. training. 

Groups served and program mix are more the result of 
recent economic conditions. There is no analytical evidence of 

·failure of CETA. ·:_---~>}~;·~ 
:-.-J?f~;~-:~~~-.: 
. l-: .. --;1-~'"" · .. 

There is no evidence that Federal program 
to better programs~ 

leads 

The same targetting on groups in need can be accomplished 
by alternative methods with the same outlay·effect but without 
·this withdrawal from local discretion on design and with a somewhat 
greater chance for eventual phase-out. 

The Labor approach presents a markedly different manpower strategy 
than !h-at provided for in the CETA program. I:t:l our jUdgment the 
choice between the emphasis· on local.dis~retion~d'the emphasis 
on Federal controls is sufficiently important to merit Presidential 
review. 

·- ~ . ., ' •... 
:. ~ --~ 

. -.•... :.:-
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Federal Staf~ing 
~ .- f. 

Alternative approaches could accomplish the program 
goals with -~ total of only 125 new staff • 

• - • - ,•J ~ - • - ... 

. , Public Service 
>"~'-;, 

·: -~ ~ :~ :- _'·.: -. -- - - - . "- ·-
..:-.-;:£:.~.-·>. . ~-.. .. -· -~-~~~---~j;~;;:· 

·. · ·Labor would 75,000 of the 415,000 new jobs in _- · 
the Comprehensive Employment and TraJ.nl.ng c CETA ~-,Title 
II, which does not limit eligibility to l~~~.?~ong-t~_:r~llL 
unemployed, and which is considered a .. P,~~~~n~t pr_ogF_am. (It 
does offer faster hiring). 

"­-.- ., ,...v • .• 

2 

Putting all the increase ~n Title VI would ensure reserving 
this device for those:_ most in ~~ed !: .. ___ T;~.l~_Yl_a.:J"~Q=UE>}fs-~Qp;e~year 
projects making phase-out more likely. · · -· ·· ·· · 

Labor is not planning to submit legislation that phases 
down public jobs as the economy improves. 

. .: . 

The 725,000 public jobs will cos~ $6 billion per year, 
about $5.5 billion over the prerecession level. 
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Army Corps of Engineers and Interior Bureau of Reclamation 

Issue: Should the FY 1978 request for funds be withdrawn 
for controversial water resource construction projects? 

.. -!;:.I}.;~'.: . - _::__:·~o. ~ 
- ;~-:c,';,;c.",: -,-.; ·, 0· .. 

--~;~i1:~"- -,-.%;~:~p~ 
·Discus·sion: We have begun a review of all water· -resources 
development projects now under way to determine recommended 
disposition of all those that are (1) environmentally contro­
_versial (2) economically marginal or (3) present potential 
safety problems. ~nvironmentalists urse that you amend the 

.. FL 1978 budget to el~minate appropriat1on requests. for about 
::~·,30- proJects pend1.ng completion of that revt"ew. Onder tiiTS: ____ , 
.concept yon would sUbmit later upward budget amendments for 
:any, that you wish to reinstate. 

A liit of projects_along with the pertinent information on each 
eing prepared for discussion of this issue. 
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· Environmental Protection Agency 

• .,~- -~· j' 
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Issue: What should be the full-tim~ permanent position ceiling 
for the Envirorunental Protection Agency? 

-- ·~-: :"".- .; ~ .. 

Agency Position: The Administrator-designate has not taken a 
position on the Agency's personnel ceiling. However, the Acting 
Administrator has appealed for an increase of 1,992 additional 
positions over the January budget ceiling of 9,698. . _, ,, 
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The. Acting Administrator claims that the additional positi(;ns. are·::···~f-'"'-­
critically needed in order to permit the Agency to meet its regu-

.. latory responsibilities. Furthermore, he states_: __ 

- .. . -:~~e., ~~e~cy has . recei~~d only 34·;>;osi tio~;-;~-in the ~;~1~ four 
· -~~.;>_,:;: , years although it has moved to implement the clean water, 
·_,_ . 'i:f:'j:_',:-_ safe drinking water, ocean dumping, noise and pesticide Acts; 

_· -::~~ .. ~:~-~-~t~~;:;~~~;(-:.:~~;-·-.· ~-: .. :~>:..,... ·-~--:·_· .. __ --- .. --~- -~ 2_--·- . __ - , ____ .·,_:,--~~ · -; ~ - -~·;;r~~~---:-: :_)_~~-~_i}~~·-~ --_._ -:--~;-~-:.:R:~-~~-~-~~ 
· _:_(..:.- .. Implementation of the recently enacted solid waste ·and toxic · 
-•. :::~t· .. ':::;::;_ substances legislation requires still additional personnel 

._ -~ ·-'.·:t-' and makes further reprogramming efforts extremely difficult; 
-.·_··-~-~~::~~ ,·~\.)_?~:--:.?\~~/~~:·.·~~--~~·: ·_\',.; ~. . ~ .: ·.: ~- .. --.~ .. _:· ~' _- . /: . ,.__ ; . ~.-~-~--~.:-~t:~;~~- . - ··-_ ... 
. ·' ,._- .. ,cuts made below current levels in the water quality enforce-

. _·· . '::. :'..··?; ment and research and development areas could result in 
_ :: ;~·': ~>i firings as we-ll as the closure of some· facilities; 

.' _.- .: .-.-~·-_-.:~-~·-~,~-;7}':~:.~--·_ ._" - · .. ·. _-_. .- . ---~ .•:<:.:: . 
:·~·<<·:- , .:{·':"'"._ : The program and fiscal integrity of the huge construction 
~: .. '.~~'/::.-)::;:~~{,_:_·:grants program requires an immediate input of 300 positions. 

~ :;1;J~t~B:~~-;·;-~·'i~-:~-~-?~~-{~_:::; .. ~:·:$::;j~ .. --~~~:~--~ · -_- · : _ _._. ~--_···:··->· ·~---: ~-- · -> -.-.__ .. ~--_:' -::-:-~/ · .-- ;;_f;~,:;~:··_: ·· ~-·/:~~-~-~~~-:._ - . -·' ~:·:.--: :~\:~r~·_:·_ .- __ .. · -~:3~li~\ ~-
·c:y; -··'~·Y'. ·,\ . OMB Views: · On appeal , the 0?-lB recommendation is to grant an · : · -
.-~:.t.~> · .. ·~·_addit~onal 110 positions for the construction grants and solid 

:{[{~Xt~•:: · <::::~~t:i~~~~r:s ~ri ~f~~~~a~~~a!~~~c~~~!h~~e~~~i~!o~~l th~s!;!~~; a~e 
~-~;t7.::·;-::./.·-: . ··bee ·; -.. .. _, . ·-. -- ·:;_t.--- -· --j ·-·-q. -,~ .... 

--?!J.!!f.~:;'~ ;I:z~-~:~E:J~rf&Z/}-'_-_,.,", .. · · , .. ··.-~·:Jc~L;~:f·;\l:.::--- -~~f~~g- · · ;-~:'~~~~t-'~;_:·~·i.:-~ ·~--.-,~~~ 
.:i]:{t,\~~/ _ ··:0:'~;;~;~~-7. ·0:•EPA is basically a regula tory Agency. Further increases in · ·:·:· , .. 
".\-?.:· _. ;:,"C;~~i.:~· personnel will result in additional Federal regulatory actions 
."~JS·-x~- . ~7:;~-_;;._;,::·.-. without, necessarily, any reduction in current lower priority 

-';~~':tr?~- :_· ·- ·_·_r_:·-~,<~;_'-'_:,·. areas; ··· -· . -·. ····, . · --··:.._< ' · ··· - :XtiJr:;: · Jjr_~~-l.~z_:~_~_M:.~~-·~_.i_f_t_;_--~_:_~-~t-~_;_-_c_tf:_~_:_f_._?_: 
;-~~~~t,~~-.-·~,--_..: ~ ~- ~.·- 'J ~ 

·~..: .The Agency has received over 3,700 new p.ositions since it was · 

• ~-- ·> : 

. ·. 
"-~::·:.: 

->-~~rmed to m~~~::t~~rea_:,~~~~ program requir~~~ts; ,:r,~.:t··- . -:.: .•. -,,,;~~':d-1 _~-­
The January budget provided 280 additional· positions for the"·"'_· 
new toxic substances legislation (100 new positions to be 
provided immediately) and 30 positions for the new solid 
waste legislation· to build on its current personnel level of 
185 i --·-· , ·;_·r:<·• . .· -:'~;,-:; •. 

·· ··' .. •t - :·.~~f.E. ·:·_~:t.Ii:H: .. : .. _. · · --r·~~~~L 
· -- . The Agency's annual attrition rate of 15% (1,400 positions) 

per year, in ~ornbination with the reprogramming of skills, 
.:--·· :. are tools ava1lable to the Agency to meet the programmatic 

_ · .. _-. .-.-_._:_:·~-~.t.·,~-~---~~-·-~-~-~.-_f ,_~_,_·.-,.~_; __ -.·.~.·--.~.-_f_.-~ .• -~.- . ~ ha .. n.· ~ ~, ~:-;~~:2~-~=~~ .: ~J_;,;~~ .• ':~an ua r~ ... ~~dg e t_. -.·:-':·.::·-~.--_-·-·~·;.-~-""_"' ... ~-~--:: -~~·:·._~-_'·--,-:~.-_·:.·-._-·: __ .·:~,·-:_.:_ __ = .. _··_·_.-_._·-_:··_-.-_:·:·:·-~:·_~--:~·-.~-:'~.:.-~_f; .. itj:.·.·:~·~:~.; •. :-·.:_-:·_._·-__ :-.--_:_-.·_:_:~:.·_._:-~---·_._-.:_,_:.-,.:_~-:._-):'~-~:-·:.~.= .... ·.-,·,·_;_:_·:~_~.-.. :_ ... -_-~~~-,~-:~, 
· ~i;: : ::• .. .-~<.::~i:~;·{~:s~~S~ii:~I.f?2:i.i:Zjt~&Ei~~~:;~ . · --~::;\. ~'=:~~ ~i - ·::.~~~~ -~- :': ~~~:; 
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Environmental Protection Agency 

Issue: Waste Treatment Construction Grants 

Should the ·$400million FY1977 supplemental request for the 
construction of sewage treatment facilities be increased? 

~~~~:;~~-- ·. ~. .. ' . . ~-- -. . . -.. . 

·1-;~c: . -- Agency position: The Administrator-designate has taken no 
.<:-- · . -_ _. .. position on this issue. The Acting Administrator requests 
-.::,_:~:; ... _ , -_\{;:~:-;a FY1977 supplemental of $4.5 billion allocated among all 

i~;l~. ·- :, · --~~~:'-t!J~~:; ~~~ · ~ta :~~~:~ ':·:~:L.~_;{§:~~{i~_,-:1:0~~~!~§\£~{:-t"~· -::~~-iJ~\'~ : -- : ::~¥:~!:'_.::~:: 
~~.:~·-.__"I:.. . 
}:~-:--_--._ OMB·views: ·Although $6 billion is currently available for 
_:,_;}z'::~:_ · :.::::~-•. _obligation, approximately 11 States will run out of funds, 
:~:t"· __ ~}~/"i'Yrequiring an estimated additional $400 million. OMB recom-

~-fr~\-~:: _· .. - ':~;J;!~~~~ _a $~.?~ ~~-~~~~~:~~£ ta~~;;.e~ to •. o~ly_ ~hese _-_Stat~~ be,~~~:e: 
-<< ·- ·-_.··:h--~·;;_:~··-- The $4.5 billion FY1977 suPplemental will increase out-

> -·- -:-:.::/,J;~·:: · - lays by $20 million, $30 million and $170 million in 

; ·~>;._ .. 
. . -. '-.. -· .. -- : ~ 

··-."s. .... ·;~. 
_ :; ___ , .. 

_-_, .. ~ ... -:-., 
-.. 

_;;~s~:,:/;;~_::·,,: ·fiscal years 1979, 1980, and 1981 respectively, over 
"'r~· --~-- . $ • . 

. i·~ .. ;,/;'>;::::.1'~--~ -the 400 m~llJ.on proposal o_ .:~~~~::;· 

~\:*~~ry-;fi£; The $4.5 billion pr~~~~al will result in the funding 
... -.,.; of types of projects that would be ineligible under 

, · '":/- proposed ·-amendments aimed at funding only high priority 
-,:.~;]if :.-/ : projects while reducing the long term cost of the 

. --:;: _ 

. . ~ . , -·'c 

~ ~ -~.:~·:.~ -: 

- 1 .- ~'· i' ·' 

: ---,~-r:r:·;_ . ' 
-... ?..·;.,. 

·t!''"' 

· -·program from $330 billion to $45 billion. 

. / 

-~- .. · -~- -·~: >;_ ... -. -~r ._ - __ .,_ -!~::~~-~:~~-r. 
A large FY1977 funding level will, provide sufficient 
funds for all States through most of FY1978, reducing 
pressure on Congress to take early action on reform 
legislation to focus funds on high priority projeets 

·and reduce the term co,~.~ •. :~, the program. :;•:~:C .. c'i?:fl~ 

' ~~tt~;;. .il:t . 
. .. :·}:~~~~?s-: -. -

. r .. 
. . :.""--
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~.:~. ";:' _ Environmental Protection Agency . ,_ 
-~-~,::-::~ ··-:· ~- .. . ... _,_. . -, -~ . - ; . -... 

· .. ·~,~it~~+ 

;,~~fT' :I~~ue: What should ~e the funding level of Fe~~ral pl-~g .. :,:1·~~~~£-1 
;i~~F . • .,., :;!n~i~~rt gra~~~ to State and ~.:~;~ pollut~&n cont:~ ,,~;fltJsl 
· : · "· · Agency position: The Administrator - designate has not taken · ·" "· · 
l{~f::i\: a position on this issue. The Acting Administrator has 

:.:_•.-.•. ~.~_,_f_·_._:_'_ .. _f_:_·_: .. : .. :_·-~.'_-~_-.f.·.-_ .•. _ .. ·_,_ •..•• -.·,:_•:._·_:_ .. _ ••... · .. ··• ;·:ii~!~~:tg;~~:;~:~;:gg!;:~~:~;i;t~:~;~!]~~~3i::~ance 
·::~-:-:·- · _ · ~ ·-r;:-r·environmental statutes and 2) that the increase in funds 
:{i:f,::.:z:-~"·'· .. ·;:., :_'} would reduce adverse Congressional reaction to consolidating 
~_S_.:.~itttZ.:.·._,; . ·:·.:~~i,:i.', __ these grants administratively. 

y ....... "'. - - -~-:-~:-~~-~:_i~~---.-~-~~~~----.·.·-.· ... --: __ {;.l_·,~,~.r~~-' .. _:_~_~:~-l>~·i·,.-.·.· _:~]!~~~1-~/~ -~ .· /~·-st·_:;x:;~-:f~<.~:-~ • . ..·-¥ ., •: •. ~-~~t-. ;_,~:~::_:~•:- ~·= ... ;_. . ".-~-.,~-- ~ . r,~-~~...:: - - --~ .. ·~~~-~ 

- o.:-:\~c · .~- · ·:;.: OMB VJ.ews: The current allowance presents a $l3 millioii'.(lO%) 
~:_1;;~-::;:.. •.·. ).~ ~~< J.ncrease over the 1977 enacted levels.. Every State and every 
i:}fi.:;· · :· · -~-i.~'State pollution control agency will receive a significant 
:::'_.;;._;_ •. ..,.--·:&,':~,-~increase in 1978. Additional funds are not merited because 
J~:~::~ .. · . · · ... :: ·a· significant" part of the State planning process for pollution 
.{~y,.' _::, .. ::):=;~t~::~control will be completed in ea~ly 1978 and the States will 

·':-;~:,;have free resources to begin undertaking new tasks. The 

• ·:;; ~:r~<. ~ ~--~- ~-
• __ } .... ",;', 

~~\[,:~-.:~::-~ ~ 

l~f 

~it• 
·-- . ..- .:--- ~ ,:::.:;::. 

. --· 

.-:-·-_.,.. 
· .... _· 

. ' ... 
~ ·. 

·-- ... r- •. ... -.: _, ... - .... 
--~:··;~:-_:-~~: . . . -

-~;:'·' 

. :;_::{current leve+ gf funding meets the Agency's highest priority 

, -tfil~e;ri ,·i-:. : .: ... . -it 
- ·. · .. ·_ .... _-.;;...;.·:,·-:· .. , . ':':tw\,,..., · ~f~~r 

·_ ,:1··--.~.~-~=-~_:_:_~_(_tkJ~;t_fc~~i . ~if 
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Environmental Protection Agencx 
'· 

Issue: Should the Administration postpone the previous 
Adm1nistration's attempt to consolidate five categorical 
grant programs administratively and instead pursue con­
solidation through the legislative process? 

,· :i/,/'-~~; ~"":~.,~;~*~~::, 
·· Agency Position: The Administrator-designate has not 

taken a position on this issue. The Acting Administrator 
agrees with the concept and merits of consolidation but 
believes that we should get Congressional approval in lieu 
of consolidating the program administratively. The Agency 
beli~ves that adverse Congressional reaction could be so 

·-severe that Congress may statutorily preclude grant con­
. soli dation • 
. >:·;r. -

OMB Views: Though this would be the first attempt to con­
sol1date grants administratively, there are no statutory 
provisions in the Acts which preclude consolidation. In 
fact consolidation is in the spirit of environmental 
legislation which recognizes that States have the predominant 
role in determin~ng how funds should be distributed 
among State agencies. -

·'' ,,,:;~~i~}~ ' . ~~ ~·· ... .,··' . ..·:,· _.·--- .-· 

It may be the only way to achieve the needed program re­
form since Congress has repeatedly refused or ignored 
legislative consolidation. 
- - -- -:~~~~;:~/-~- ~·: .. 
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Environmental Protection Agency 

:-. ... 
' ~ .. -: . . 

- ·r ~~~~-~~~-: ~ -:.· .. ~~ . ····.:; ....... ~ 
Issue: Should a $137 million supplemental for FY 1977 be 

proposed for water quality planning? 
~~\·: .. .... ;· ..... .. . . ~- .· .. - . , · :z~. , t'"':" . ..:~-~r:.·.. .:-! =:¥.-~::. . .. · ~ 

jJ~~~' _· Agency ~osition: The. Administrator - designate has not taken 
,-,'~c .a pos1tion on this issue. The Acting Administrator believes 
<;:.:;S.. ·.~_that the $15 million included in the FY 1977 Budget is in-

--~.'_:.._:--~---~-_:~:_:_:_~_:_-_[_~.·-:·~--~-'-·'-:_-,~ .. ·_-:... =~~~~~!e~~; c~~t~~ii~~;s ~~~~ti~!s f~~m t~~r~~~i t:~~ri:~~ 
--?-·-~ _:-~.;:and similar sources of pollution. Consequently he has 
-c.~"'~''"~ .. :··""~~quested a $137. million increase for FY 1977. 

~]~~: ·;~OMB~views: The/:$:i~~~~:;~pple~~~tal ;~~;:;,~~is i~~~i~~l:~~~~.': ... --.+~¥~ 

;·,·-~-~_;_~_~_t:,_~_-~_~:;_:_,_~-·-~•-··· ·~~E~~;~:E~:~~~~;~rt~;~~~~~~~:;~~~:~:!ig;::i!!~; 
-.::- -. . ;~l~ruling to the u.s. Court of Appeals and a stay on the lower 

f~;::; .·. · · ·· ':~~~~:::::::l~;?~z~~r;:;;i~:~::·e·~: ·· :::r::;'t~:;;;~,.'it~·,· · . ,.:;-

·'\:~~~iw 
-;~:: · ·~'Jt'because for major metropolitan areas, which represent the 

_ ;~,major portion of the pollution problem, over $200M has 
\·:{already been .granted and these plans are to be completed 

/f0\~. 
,"-//{-~~-~- ... 

~~.::..-;·:-~-.-

:H~?:-
- ~-·~-J. 
. ~-..... _~- . 

·_,J~ .. ~---.: 
•-?;:.:; ·-.:. 
<·t:..·:~'"::-_ . 
• t"~ .• -· 

-, :~-;e~:and submitted to EPA for approval in 1978; and 2) because ful­
''5{£~:·:fillment of the statewide planning concept will not yield 

·-<;~;~{large water quality improvements since rural areas are not 
· i' ·as large a part of the pollution problem.. , ---~. - .... ,;:;;,{~ 

- ·~ . ~ . ~ ... ' . . -•. ~-.-~_.i---... •. _~t~-~!Ol.S•·:-',.~~ •. :~--~;~2;~-·-~-~-;,~_·=--~~--.. -~·-,,_: .• •.·~.·.· ... ·:·.t~3:·_:~_ .... ~· .. ; ·.""':.'"'_·.·. ··~.. . ·• ~ ·u-.:"·~· ".":i~ . . . ; __ ··~~-- :•·· .. ·. i·~;;~::::·~, :' -~-o~f~~~~':?·'\.'' (~7-"!~~;!f'§ .'-:;:?.;..... '.-- · ~:;~~·~· · _,. . ~:~}>-,o~t:{~~ 
-~~~VJ~Efiin addJ.tJ.on, J.t should be emphasJ.zed that a reqciest for-···· 
. ~~~~~~supplemental funds . is premature since the lower court 
~':.\1~~~ruling may be upheld. If this occurs and a supplemental is 
'~:·;~~also approved, $274M. in additional grant funds would be 
. '/]~made available in 1977. . · . · -
: ·'.{~::r.~~,t~~~ _ .. ,::·~,:.i;;gi'f.~?~<~ ~.:. ''·i~'~:':B/~t:::::;;~;·:·~L~;"if.f.~~:~"- -c,,;~;&s::=f:.. ::· ~~: .:~~~--~g§~~}~~fl 
';;;;~;:Most State and Regional interest groups, includ 
· ::')~:;National Association of Regional Councils (NARC) and the 
;.;,'::-~National Association of Counties (NACO) have strongly 
· :.:i supported EPA's request for additional funds fo:r: this 
·,,',_.:'-' porogram. . _.,, -' . 

. ': ... ·:·_:_ .. _i'_.·:·:·.~-·.l·-.·~_,·.·.~:· .• ·.,_; ___ ·.·.~.·_:·':·:···.·.~-~<--_>!"" __; . -~ -'\~~~- :~-,-.• - ... 

-~ ._r_ ~ ~: ~~'~i~'.{~_:_:~~-·· 
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Environmental Protection Agency 
)lo .... .. ·~---,, ·: 

Issue: Waste Treatment Facility Loan Guarantee Program 
··- • : ;~- ' .. 1_ . ' • 

'····· ~~ .. 

·i~~;. r~~~~~~;:~:~~~:~:~~r::;~:i:=E!!;a~i£1:!~
1 

.. _-:~.{i~'~ 
,~._,,,.,. currently receiving 75% Federal grant funds? If so, what 

">,:;;~;J.i ·~ 
-·- '"· · requirements should be placed on the program? !1: .. · 1:!~cY Posl~~on: Ti:'"':i'::~~i~t~~tor-designate h;~'·taken, ~F';\ 
.;.'fotTf.,~;,~:-· :.. · no p~sition on this issue. The Acting Administrator re-
. ._,._~ .. _ , ques-cs a FY 1977 appropriation of $50 million to be used 
~ .... 7~~-:--;.:-.. =_for payments to Treasury in cases where a municipality 

_..•· ,· ~. 

... ·: :k]~l~: 

y~~~5-~7; .. ~':~:~_'{4; .. .'dt::faults on repayment of an EPA-guaranteed loano -~ ,, · 
~{>J.-Z'::i'W,;;;·;;;~:.t~~?- . -·~;'::: •. : ._:.;_::;~t'\:::;'~-.. .. >•::.. • . .:··~-':'~~; '·.: f>::~~'$"'~·-· :/:;J5'ff1~[:·:-' 
7tf¥:3!£;:·· .. . >: OMB Views: - OMB recommends that no funds or positions be ·- · · · 
-~~~'iK'--··· ... ·.·budgeted for the loan guarantee program, because: 

~~'·.:-:it1.f ': ~:>~!~~~~ T~ere is n~ ~f~~~~:~~d, demonstrated ne~t~~r ~h;~~~~~\;·· ·~!\~t\}~ 
!ilt~i~:· < ~- ·:;:;;;.~~~:~ program. The authorizing legislation was passed 
g;.r:. · · .·,:,::}]~~;~,~-- ~t the 11th hour of the last Congress without hear-
',~---~_f_ .•.. ~_,_,,;_'_:,_-:~:' __ ;_:_:.' . . . 1::_~;--_ ... :._~-_x_··.~-~---.-~-_:_.:••~-~-".:_.-.·,: __ -.---. _J.ngs. or debate. ·.··::;;;~-~,,: . :;4i~'t:- -, , .-..:;;-1:',:{--f; :\;-: _- -;: · ::~· .. -~ ,-,·:; , .. ·•:v , -~::~~~(W~ · · _,.,. L?~·r,~;:. =.~~:~~~~;_~: 

~:::''. · :::.·::: ·' OMB is initiating a review of the role of the Federal 
· .~:;\ ·. ".,1_:3::;.,. .. Financing Bank. This review may conclude that pro-
:{:// . . \);:;~1;/:: . grams of this type should not be an appropriate 

.;,~~:;:,; . :_';.l(;it}t fun!~tion ~f ~~-~-.Federal Financing Bank. -·~l;~:v~ . ~·.j~~~~···• 

._1_-_~:_;_·-~-~-·-:_;_._·... , f!~t~q~i:~~t!s b:o a~~P!:a~ed, OMB recOininend~/~~e fo~~~,' . 
(,cr- · · ·• '~~*?~';":)~:.:-, · · ' ·;>:t<! ;' .· ;;;,:(.'::·~ · -:$.~:?:~ · '. :.;;:~·;-~(,\_:: 

s·;'f~~·/, : '.;:~:,t..,. . Adoption of eligibility criteria proposed by Treasury 
·;·~):;~~-; ·, ~;-t~;)?~~ which are more stringent than those assumed by EPA. 
#..,_-- · : f~i,;\l~E/i-r Under law, the final determination of eligibility . 

~l~; . -~!:{ ~;!~;,e.~~;~d~liii~'i~ii~ the 
5;\~0tary ·-~~~ . . 

:"{'· ::; -- Ehstablishmen
1

t
1 

o
1

f ·a contingency reserve through a sur-
- c arge on a oans to be used to offset defaults. 

:·.:-· The contingency reserve will make the program self­

~---- --- .... .-·,.... __ •:-· 
-.. ··_;_·~.-->-: ·. :-

financing over the long-term, but would. still require 

a st:~.t-~up app:~priatio~. ../tE··... .;:~t~~~M~>/8~ 
Limiting the coverage of the loan program to non­
Federal share of costs which are also grant eligible, 
excluding non-gr~t-eligible items. 

:._ ';·~;~~t~~ .. j-. '· 

Limiting coverage to projects for which local financ­
ing has not yet been arranged, excluding the refinanc~ 
ing of existing projects. 

... -";" _._ 
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~ . --~ .. FEDERAL ENERGY ADMINISTRATION 
. -.: )"'"""'_ ... 
·-·;-~· .. . 

··;it·;··--
Issue: Expansion and acceleration of the petroleum storage 

program. The agency .position would add about $2.6 billion 
in BA and $1.8 million in outlays in 1978 for a total of 
$4,252.1 million in BA and $3,213.5 million in outlays • 
Increases over January planning levels for subsequent 

,~~~:;.,: s would be s~~;:;;~~ .. ~.~~.~--~~,- L. . ... ;.- _;,. __ :_~_·_~.:,~_-.~-~-:-~-·~~-~----.--~---~_·_·_._-:_ ~--.-~.:_~_t_l._--~----~--~-~--~_{_-. 
'• ; A\:··:· -,' . ' ~ _':=itt~t~t-~·; ·· .. ,,: • ~- O \ ·:";-~.. ;·- ... ->: O ·: ~. ~ ..... ~~ ... 

Agency position: ThenFederal Energy Administration proposes 

to::~,·:-t.. . . ~-~~f·~,:.,.::::;s~.;:>~· /: .. ~~b:~ ~t~11.~: · ;ifiti.·--
.: 1~ Expand the 500 million barrels to 550 million barrels 

_: ·~and storage site capacity to 750 million barrels 
.\:1--::~J-:-·•· anticipating subsequent expansion beyond the 550 

.. -~~4:~-:B -_million barreL level. . ·:-_·-~?_:.:_·:_:_- :-. ·~.:~.\_;._~-~-~-~----:'_.:_.~_:i_-.-.·~-~--~---'- ~--· ... - ·. ·-~~~;~:~~~~·\: ~-- >.<-. --~~:.~~~~W~;fF .·:c _.·.-,- · · --~;- ........ 

· ·\.:.·2~:-- Accelerate development in order to store 250 million 
-~)/;:~:;::_-, barrels by December 1978 and 550 by December 1980 o 

~~~~-,~~:.\Previous planned rates called for 150 million barrels-

... -:: ,._ 

.. ··~--- ;-

>)tF· by December 1978 and 500 million barrels by December .. 
';~~~~~{:19 8 2. . . ": ~,.. 0 _;{16l~~~~:1::-::· ;: .:~:{~~~~;: -~~~1~;,.. ~~~ :•: -·-~,;.;.__, __ -:~~~~t 

;3:'':· ·Budget for oii ·at the work market price (about $14.40 
· ~i currently) instead of the national composite price 

<:~~i-2):. (~,b-out_ :-$~1. ~0-.-~u,~-~:~-~y) .• _ --~ :{);: J_:~_:.~.---.~-~-·-_~.·.~~.~:'D :·,·. ~.:~_:E:ff~\.:\:.:·:.-·~ -:; __ ~.:_~--.·_ .. --_._:·----~.~:;_.~-~-·: __ : .. :_•_~--~--~-----_·_·:·_:_~-1.~~_._-:·-~-:.:_.:.._~ ••. ·.:.·_;_•-... '_·_,.:~~.f_·_ .. ·_:-_ .. . ?:~t::c. -- ._,, .. -,_-c- ·-~·-':·;_':: ·r:,·~~--.. ;<·~,~::e::· -· ':~~~:_}' :..:;,:::.- . --,-ik~ .. ::.-· _ .... : .. ~~-:;_· 
OMB views: 0~1B- agrees acceleration of the 500 nil lion :~' 
~arrel program is desirable if it is feasible and cost~ 
·- 'prudent. OMB recommends an accelerated program but at a 

more realistic pace, lower cost and less risk, involving 
·no expansion beyond the 500.rnillion barrel level. 1/ This 
-·approach (using the agency • s schedule) would result in 
storage of 200 million barrels by 1978 and 500 million ·. 

:·.barrels by 1980 or in early 1981. The FY 1978 budget ,:. 
~would be increased about $700 million instead of $2.6 ~ 
;~-billion assuming use of the composite price. . _ ~~~f:':, 
· --~"6'/'i,:\-.;·. ·•- . ~Y~:t~:i::-:-'- . ;-:;y .. ;;•:. - <¥.;~:::".~ .:~s~- · :·f:···~:: .~.::;r 

OMB recommends against the agency proposal because: · · :·· ·· 
:-. , . . : ""i;~:f_7} · '> -; :;L • ;•?!/;:;-+,:·':. ~}1f~\~;;;:· · 

the storage target of 250 million barrels by 
December 1978 does not appear feasible. The 
agency is still in the planning stage .. · A 
substantial amount of complex work must be 
completed before storage sites can be filled:· 

•.• < • jlf .·;~ ..... . 
1/ Time was not available for OMB consul tat ion with th.e 

agency on the recommended approach." This will be necessary 
to work out a satisfactory proposal. ~ 

,~ 'c : I~~:; ·, ;: . -- ~K~-i~. :---~--·_~:~~---~--~~---'.j __ ~."~~--~·'-"'t._~i:<i~.rf~~---·_-_; __ ~_.: __ .,.·:·:·_-,·_:_.,: __ :~··-···,· .. _-._:_ .• _-_-__ -_-,~,---_·.--.-_ :·. _.,. -~ ~;.~~:-:.::~_:J;. t ··.· __ · __ · .. ·_~_--'.;:·_~,-;?_·_~.I __ .. __ :_~,~~,~~:~~-. , -~~~:Iif-:. _ -~r---~ 
:·::·_~-- . ·- _:_s1~1tJ::::.~\=: .:.~-~ . . :;;rt,~r 

. -.. : .... 
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expansion of storage beyond 500 million barrels 
has not been justified and any such expansion 
should be evaluated in:developing comprehensive 
national energy_ policy in April. Ex?ansion to 750 
million barrels from the 500 million barrel level 
adds over $4 billion to the cost of the system; 

'-~· .· __ ,. ·. 
~~ ... ~'~· '·t~~~w=-:- ' 

budgeting for oil at this ooint should 'not chang~ 
continue using the national composite but 

reevaluate this issue in formulating the 
comprehensive energy_policy by April. 
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FEDERAL ENERGY ADMINISTRATION 
. ~-· ~·:::. . ~ . ~ . 

. ssue: Whether to increase the intensity of audits for 
certain sectors of the petroleum industry to assure 
compliance with price controls. The agency would increase 
1977 and 1978 staffing by 316 positions over the approved 

-levels of 1613 and 1652 positions, respectively. This 
~ would increase BAby $2.7 million in 1977 and $9.4 million 
-·.. , in.l978 for a tota1 of $40.2 million and $48.8 million. 

:-:=·~~~ ~~~--~~,:_, .:... · ,. · . ..... ~M""rr · . ..::":-·-· .. . .... _,.:_.. ~: ..-..;.-. •. __ ... ~. _ _ .,;; :~.:-~~ 
~:-:.~-::-·.~.-·. .. ~· ~ ... ~;.; ·~l;t. ~ ~ i ~1~~~~i,---.- -~}-~:~ .. :;.-~~::-- ;:~ · .. ··.'.::, .. ·_·_~l-'.·.·;_._~,.~--~---·.· . !.-•. ;:f~t..t{··~-.. . ·:;f~.{t.~.~.-."".1-... _ .. ..c:~~~~ 

l~{· i~!~; pos'~if~n:·~~~:·'~~,!~~-~ a~Jtt:~~ove;~~, is n~~~~cept~gi!~~~-·--· ::·~~~~ 
• .:.:=::;·~- . A .s~rategy should ·be adopted so that those firms that -~--...-. 
~ ... i~J:: • :c:~produce 80% of ·the _volume are audited every other year and -
£;:;-· · ;C~all others are audited every five years. This would ·· )~-: 

~Y -~~~:i;~;j~'t:7~~~~,5~? \~~~:Y :tijllio}~~~;io~atiOns :.:i~~~ 
~!}:;:· .. OMB' views: .. _ OMB recommends against an increase in· staffing. · ··'·"·"":·-· 
~~,·..:~ ·. i•;,:;;.The FEA proposal is arbitrary and does not ·take into -:. ._,~_;: __ -:··· 
~~~~ . . ·:·/.,~account the rel~tive importance of the various sectors of 
"""'k.·~ -~,the petroleum industry, e.g.,- producers,. refiners, ., 
~ .. : .. ~.~-~ .. ·-;~-,~-~-:··', .'{wholesalers, retailers. The audit ·strategy funded in the 
-- _ :::~January budget places more emphasis on larger firms in the 
Ii~.---· ··producer, and·. refiner sectors.. FEA • s proposal would 
·~t;t.'..... ::f;:.retain coverages in these areas but almost double audit 
~~;,:~~- .-.-~.:~frequency for those sectors· of the industry which handle 
b.-,.~, -~jlesser volumes and are particularly hard hit by the ·, ... 
~:t_i. :}problem that FEA regulations are ambiguous and. freguentl.y. 
~.·~-':i.· .. :; __ -.·:;· ~'~:made retroactive · .. ·· --'~-., ·;~.•.·:.;--·,. . · ;;, ... ~- • ~~~"'.f."· ~ ' - • ; 4·: -~ . ·. ~. ' . .•· · •. :"-~. _;.~· . : . .~:-=;·~/....,.!~;.,. . 
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HEALTH, EDUCATION, AND WELFARE - . .:.':1.- f 
-.-... ··~· 

.--·:· 

. - .~_-~_:_,_:_--~_f .. ;_h_~ __ r~~-~-~--_;,_~.:_i 
of'j,l:;!, • - ~~ t~ '<.... ~ :l~ 

1. Child Health Assessment Program 

Issue: HEW proposes a new initiative to improve the delivery 
of health services to poor children. The program would 
operate through medicaid and·cost $250 million in 1978. _ 

. .·- i . ·-..: ';..~~~~+- . }?~?l~- ~. ;~'?~~~: . ..~ ... ~~-t .. 
. · : AgencY position: The present program for periodic health screen-
. . ing of poor children reaches only 35% of eligible children, 

.. __ ; .. ~and only ·60% to 80% of those children receive treatment .. 
· ·· ·~his program will help pave the way for national health 

· .. ·\-~1~?~~- ins~~~ce b:,,.;;~4gv~ng delivery ,~,r~tem. ~~:;:~,~~-,·- --~f~~1 
_:· ~,_::'oMB views: Opposes initiation. (1) The problem with the · "' 1 

-':;;:i :; - present program is enforcemento (2) Before endorsing another 
_<':~:;~;:;.· new proposal that sets a particular course of action, a more 

._:-~ .. {j:::·thorough plan should be examined in the context of an 
.·· _G;tt·'~':~,: _in-depth review of the existing program • 

. :'!Yf:~f;~~(j\t . :. > : . ' --.~,1~~~:, --
._ .:~,_~:t~:~:~---· . -. -~;~~~?~T~~~-;--,·. -

\;;_:c-~2~~; .· Education of the Disadvantaged, Elementary Secondary 

-~.:- Education ~:.i'~~ · :J~-; • ··\'' ._._;~_;_:_._~.;. ___ -f_~---~.~:_-.. _'·;·~_-_'.-~.---· ___ -
f-~··>;>_.-:~~:~ .; '-~~~~~;_~ . --~/:- )?~: - - .·· --->--
--~Issue: Add another $150 million to program above $200 iinllion 

·.·already added.-f;o,_January budget. -:::~~'-~E.-; :~-> ~:~~~~kt; 
·;: Agency position: Funds needed to keep pace with · the. growth 

: -:-~\h~:.-.:,, in education expenditures generally. , . ._~_;;,< . .. 
-~·:·-~---}s:~;:,:;'_.~-;;_ · _ ~ ~:;:A:h~;~fffi;-~>~·-~ .. ~,------ --::::~r:fi?r~-:-:- -~t~:~~ .p ___ ;;._.- _ _ 

.: \~ OMB views: Such a proposal leads to large future spending for 
:~:!'~:;(,; thJ.s program with no relationship of achievement to. effective 
. ~·:.~5g~ use of the · funds. . . : -. --.:~·:·:' · -·gsfft:,-

· /,ff£~2- "e"' ·~'§,··~~~i~Jfil€; ~~~;:fj--
. • ::3. Medicare Reinibursement··:c·" · 

-; .. 
· Issue: HEW proposes to (1) freeze the premium rate paid by 

each enrol~ee in the supplementary medical insurance program, 
(the January budget proposed an increase from $7o20 to · 
$7.70); and (2) to have a slower phase-in o£ a plan to 
eliminate the differentials between urban and rural physicians.·· 
Cost: $382 million. 
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3. Medicare Reimbursement (continued) '£; 

--~l~H> 
the inflationary spiral on physician fees and help promote 

, , . pri~?' care s~~vices ~ ..... •·-:-'i·:. ..)t?~-· .,_~;~J:~ .. _ .,_~; ,:-~f*:•' 
·OMB views: Accept premium freeze; reject reimbursement 'tproposai;··· 

. ·<·'·· since it will not cure inefficient geographic and specialty 
.. . distribution of. physicians and could cost more for the same 

level of service. Suggest an evaluation leading to an 
· .. >~ integrated rural health strategy as part of 1979 budget. 

:_:.;.~~~ ... __ :·.~~-f:t~f~j:.; ·-· :.:,~:fft~~~\ "-·+~i£>· 
• • • ~ .:4; :_~:·ri._;':: :;-._ • • ··, • 7;;~;~ ;._~:-: •r 

,--~~t_c~ .-·,.:M:·· :·-·Y:ri~ti:i~<" · .:-~?::{l:' 

~. 

4 •. Basic Opportunity Grants' (Higher Education for Needy Students) 
-~- .. -~~:-:~.~:~t0 -.;·:.·:> . ·:f-:~~~t~;-~:::. . .. ~ <:~~~?-~~ ·-~~:- ~-~~~¥!~~-: 
::-·Issue: HEW proposes adding $208 million so as to permit the 
· ::::·.;~: , maximum award per student at the authorized level of $1,600 
~.:';:;·~;-per year rather than the $1,400 proposed by OMB. . . 

-~ .. ~-';: .. ~:~~-:~~~: .. - ~~~.r·~~-~~:::. ,.. ··;·~~::~~-~~-.~~;-~~·.::=_ .~--~-~~·~_;_.- . - --~~~~\ _. ~- ~~~~~!.-
:.oMB views: Funding levels have already been increased $264 

;:.;~·,.,million above January budget, ·thereby extending participation 
. ·.}~~to 500,000 middle-income students. Pending development of a 

~4~-:.;, higher education strategy, this increase shows evidence of 

.;;~~f'~~nt._'J%;~,, ~-"1;1~~:: }~::1< -·:-~~~~c 
. s:..:~. National Defense Student Loan Program ,)~)::.tf . .-.:}-";">·:· 
.· -~;t)y~' ,;.~:'?-h!~: i ~.·i .. \.:-.~~ti~~-~~:;:.. . ~-:,~;,;.:x,_-.. ·:~:-~'J.:' *~~·~;. ;'~~~~;:, -.?{~~:~~~: 
-.-. J:ssue: ''iiE!W proposes adding $286 million of capital contribu-
.. : ::.-:;t tions to the direct student loan program. . __ :· _~ .. , ~-~i~~;_-:'!~ .· 

. /-'~+t~;.:,: -,.;;~~~:V·:~ · "<?}10~~~~f,;::_:: -,~;~.,;:,:-,~:;;~:-.~. . ··~~"{t;::- -"t~~: ::~tf~!_"~ 
_.Agency position: ~HEW feels that proposed legislation eliminating 

· . '<;~'-:e· funds for this program will result in confrontation with the 
_ -~~ii~::congress. . .. ::~·:~.~;,'-: · ·-· ·'··•·-··'-'-
. . : . ... ':.-:f.-::... J; • .. : • :,..; ~ ·.:.t::f.;~;;--.. .--:.:· ~ . . _-. _:_. ~--'--.~~~----.-~:;~-"',1-.~-: __ f_·.~-~ ._·._:~.--:.::._·. -· .. - . . ... __ .· _··:_-.-_: ___ ::-__ : ,_·."'._·_:_.~-~:--;·~-:~--.'·_-.·_.~:~--~ . . ···>·.~~~~~;.:·:.;-. -~:-.-~-.t~;~-~:·~--·-. . -~~---~~-~.~~~{$[~.~·~:', .. - - _-.~-~~-r:-~ ~r: _:~ -- ~ . -~ 

.. 

.OMB views: Opposes increase. This program duplicates the basic 
grant program, for which increased funding is recommended, 
as well as the guaranteed student loan program, which is 
estimated to subsidize 900,000 new student loans in 1978. 

:.: 
.. 

. .. . ~· - . 

6. Impact Aid for Education 
~ - >.:, ... .: 

Issue: HEW proposes to drop proposal to exclude impact payments 
for children in public housing ( 11 C" children) in appropria-
tion request. Cost: $68 million. .. 
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6 • Impact Aid for Education (continued) 

Agency position: Funding is desirable since target is 
disadvantaged in urban areas. Any elimination of these 
payments should be accomplished by legislation as part of 
overall plan to serve the disadvantaged. 

.c -.. ,:j:,. . ,. . .," .. ~ _ ... 
. ~-.or-·"!.,~. 

OMB views: Funds provided will not necessarily go for 
',._ ... 

., .. , .. disadvantaged children. If aid to disadvantaged is purpose, 
. -~ ·then specific funds for that purpose should be added to 
:J:;..;-.;e~~mentary and secondary education o 
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HOUSING AND URBAN DEVELOPMENT - _ _.;.:}'··. 
. -(- : .·· -~') . -:~~~~~~;- . -- \i~.trr~- -... 

Issue: Should the Secretary have more discretion over the 
way Community Development Block Grants are distributed, or 
should the use of a needs-based formula be emohasized? 

•< .:~* . <~_.t.1t. :-~-~.~/·. ;·:;.:::..;-·.~ _;_~ 

Agency position: Secretary Barris believes she must have 
control over the distribution of substantial sums in order 
to take advantage of special development opportunities • 

. . . , . ~..... J•·T.-~.;,,:...·.:· . -.:!:1i·""'-' ·4- • 

. ~-:~:·<· ' ,, ' }~~~ ·'~!~?it. 

Ol-!B views: The proposals would undermine the needs-base.d · · 
--nature of the current distribution mechanism, and revive 

-some of the discredited features of the previous system 
·;for~distributing funds -- the emphasis· on grantsmanship,h 

congressional intervention in the awards process, and 
~'substitution of Federal priorities for local priorities. 

Moreover, the few-specifics provided on the intended use 
.of these funds indicate no differences from uses under the 
·current program. OMB believes a decision on reorienting 
the program in this way should be deferred at this time. 
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Housing and Urban Development ·.· 

Issue: Should budget authority for the subsidized housing program5 
be increased by $22 billion to provide (1) higher subsidized rent 
levels. (2) extended contract terms, and (3) special set-asides.for 
State housing agencies? (This would be in addition to the $12.1 bil­
lion increase jointly recommended by HUD and OMB to raise the activity 
level in 1977 and increase support for public housing.) The increase 
would raise outlays by $40 million in 1977 and $60 million in 1978 • 

•. ·•'',.i,.-.. -:: •. ~. . - .. ~ , .. -~--.~--"--~ ... , ...• " •-'"""•' •" """'"'""'t""'" '""'"":_ " - .·· 
Agency position: Secretary Harris believes that higher subsidized 

rent ~evels and longer subsidy terms are needed to assure achievement 
of" .. her goal of approving 400,000 units of housing for 1977 and 1978 .. 
She also believes State agencies can provide housing more quickly 

"·'_than private developers. · "• ~ .. , · " 
: ii: ~7 ·~ . . ~-i~~t'ft~ '. . ,.-;~~~~i. f 

OMB views: No evidence has been presented to indicate that subsidized 
rent levels are too low. In fact, these rent levels exceed the median 
rent paid by tena~ts in 18 of the 19 metropolitan areas for which data 
are available. Contrary to what the Secretary claims. lenders have 
shown a willingness

0
to support subsidized housing without a lengthening 

of contract terms; shorter terms give tlie lender an incentive to do 
careful underwriting, assuring highe~ quality projects. Finally, 
State agencies are much less efficient than private developers. 
Despite the fact that·· State agencies are exempt from Federal and 
State taxation, borrow in the tax-exempt market, and require no 
profit, their projects cost 18· percent more per year than privately 

. developed projects. 
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Justice 

Issue: . Should funds for juvenile justice and delinquency 
prevention programs be increased? ~-

·-- . lor. ... . -~ 

Agency oosi tion: The Department of Justice reauests $45 ·­
million for the Law Enforcement Assistance Administration 
for juvenile justice and delinauency prevention programsJ 
additional resources are needed to carry out the 
provisions of the Juvenile Justice and Delinquency Act of· 

: 197 4 • ·· ··'• •; .w.;,~_.>;.:, .,,.%.1t'~· 
. 

-~ .·_- . • . .,... -~_-,·-~-~~-·_,._· .• ·_-.~.~''PIC_+_:_· .. . •;,. -~---<~~~~:T1._·f~~--• ... : .. =~·i:~:~,_~;7-.< '••, ~ ... ; .. _ :. , ,-~-!.·'~-~ 

OMB -views: Additional funds for these programs are 
recommend. Among LE~A's many activities, orograms to 

··combat juvenile delinauency offer the highest potential 
for affectlnq crime. However, the $45 million should not 
be added to the current LEAA budget, but reoroorarnmed from 
other activities of lesser or unknown impact. This will 
force LEAA to improve its management and thereby target 
resources on projects that demonstrate the most 
effectiveness in dealing with the crime problem~ 

:; '~ .-1~~]:;;:~. . ' ··. 0 . ~:~~:~ . 
~;--- ';l-~ .. ::- : .; - . -~-~-~_:'[ __ fd_/:~ . 
. :-l:-~~~1~-tf.(i·~;:·.~---·: -}:.: _____ . 
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Maritime Administration 

Issue: Should additional funds· for shio ooerating and 
construction subsidies be added to the 1978 Budget? The 
Ford budget ~rovides no new funding for construction 
subsidies in 1978, and limits;additional operating subsidy 
funding by allowing only short-term renewals of ooeratinq 
subsidy contracts through June 30, 1978, pending 
completion of- an OMB-led study of these programs. 

. ' ~ _.,·fr\-: 

Agencv oosition: Agency oosition ·would add $135 million 'in 
budget authority and $8 million in outlays in 1978 for 

_ construction subsidies on the grounds that rising demand 
-~for new construction will exhaust carry-over funds now 
· ·av~ilable and that the January budget request of no new 

- budget authority for this program does not demonstrate 
':. clear support for the existing statutory programs. 
-~~!~~;fL :~· . . <.-;_ ,: ·- ·· · ~- <-J~t~!rt~;--~-.. ~- · · -~- . ~ -~~-,t~:~·~~- · ·-r~,~ ~ 
·~~For operating subsidies, agency position would add $16.5 

·,_,:;_:million in budget authority and 3 million in outlays~ 
--~Agency also argues for restoration of flexibility to enter 
·~into 20 year operating subsidy contracts. The overall 
;)agency l?OSition here is that the limitation on .the 
-~~perating subsidy program in the January budget will 
}inhibit invester confidence· in the maritime industry and 
-will be viewed as a step toward abandonment of the 
:'programo · 

· .. :~ ,:~_· .. :· -·. 

OMB views: OMB believes there is a need to conduct a 
. ·complete review of the basis for continiuinq thes_e subsidy 

· ~~programs to the maritime industrv. In the past, the basic 
~justification for these programs-has shifte~ among 
:~national security, employment, and other objectives~ ~ 
.~~Pending corn~letion of such a study, further o~erating 
~>'r,subsidy ·contracts should be restricted to a short~term ~· 
'~~~}.duration only. A. cutoff date of June 30, 1978, is ·'-~ 
.·?~presently assumed to allow adequate time for completion of 

-~~--;~~t:~~~-·:. ! 
' - ' 

:-;t~~~ 
.... 

- . 

,,.._..,- . .-... .... . . . 

· t::~~the study and implementation of recoml!'enda~ions: · Allowing 
. ~.,'.;,20 year renewals_.would foreclaose opt1ons 1n thJ.s area.· ~· · 

. :~~}1.~~B beli-~~~s th:f:K~h;~ m~~,~?;~~an $l00 :millio~i1:f::4 -.unus:~~- . ;:.~~t 

'. 

- ''budget authority currently avai 1able wi 11 be sufficient to ~':::>J: 
-·--:"' f:;, 

fund the construction subsidy program well into FY 1978, 
perha9s even through the end of that fiscal. year, If 
demand increases, supole~ental aopropriations can be· 
requested at a later date. Until-then, it is recommended 
that no new funding be authrirized, so ~s to Preserve. 
options for program change that may be identified in this 
study. '!·- .. ~ 

. .-.--~::~ .. -.;~; 
.-;,: 

• .- .. ~ .. • • ..1, -.. :..::-: ·-.;~_.. . ., ,_.-.~---~-"'>· 

'' :':;.."".':r!; .,;_ ' •. -.:~; ;:. ;~J:. 

'--)~_-·1c~.;-;~ • ;,<f •, '• ; ., __ , -::·.-:.. . . . _;:1B::i~ . 
' ·: .. --.... ~:· . .. ·-.-····"':;1;.~-~-·...-,.. 
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U.S. Postal Service 

Issue: Whether to provide funds to the u.s. Postal Service 
to cover the cost of extending the ~basing in of fall cost 
recovery rates to certain categories of mail users. The 
Postal Service request would add $223 million in BA and 
outlays to the 1978 Budget. 

Agency nosition: The Postal Service believes that mailers, 
especially newspaper and magazine publishers, have 
adjusted their prices and business practices in the 
expectation of paying reduced ~ostage rates. The Congress 
has never failed to ap9rooriate the funds reguested, 
despite their exclusion from Ford's budget. In addition, 
the Postal Service feels that full cost rate levels would 

.·place a financial hardship ori mailers, resulting in 
:

1
subscription losses and a decline in mail volume. 

OMB views: OMB feels that the regular ~basing subsidie~ 
·-.provided for in the 1970 Reorganization Act allow 

:sufficient ti~e for mail users to adjust to.full cost 
rates. Also, there is no documented evidence thBt denial 
of funds for extended phasing will lead to substantially 
reduced subscriptions. Magazine and news9aoer oostal 
co~ts amount to an averaqe of onlv 2% to 5% of total 
operating costs:-· OMB believes that the mail users should 
bear the full costs of the services thev recruire and that 
.the taxpayer- should not be required to pay for these 
services. 

'' ' ' :,:~~~\,:-. 
(This issue has not yet been reviewed by the Director.) '' 
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Department of Transoortation 
" .• 

Issue: Should additional Federal funding be provided in 
1977 and 1978 for roads not on th~ federal-aid system? 

Agency position: Department of Transportation believes that 
a $138 million in budget authority is needed in both 1977 
and 1978 for safety-oriented off-system highway projects, 
whereas only $25 million for 1978 is currently in the 
budget. The Department's ~osition is based on the 

. following: . . :i~;,, >~~J?. 
• highway safety is a national qoal with no -~ 

distinction between on-system-and off-system roads. 
·, .-;, .. ;..• 

~ • off-system s~fety projects t~nd to be pushed aside 
by States in favor of new constructiono 

__ ,_;: - • assistance is esJ?eCially needed for proj'~~ts in ,#t', 
.
. _ ... _{.:,. __ :r·~_.-_-~_;_:_~_.:.:_;_::< ru :r al areas. , :-.~.-~ ..... ~ .• :~---~_;:..,_: __ .. _· ·. -~~'"·· 

. . .· . . . < -.~ . . ~-~"?z 

OMB views: ·oMB believes that the $25 million already 
proposed for 1978 is sufficient because: 

_•.·._ .. 

• 

;} -~ 
• ; •• ·1, ~.- ·_ -: ·--

.. 

• 
·-··· 

- :· ...... - ~~-~: -. . 

-~?:.;:f~h.c-

-~ -- .. .. ,~-~-:.:{· 
. .:. . ·'-:. 

... 
• 

--~~};-=:; 

Proliferation of categori~ai grant programs should 
be resisted in Preference for a broader block grant 
legislative initiative. 

·-~!.·. -· . ·_.--,f{-
The major subprogram is not limited to safety 
~rojectso Only a fraction-would be obligated for 
safety. ~ilt: . :;z;t~: . ". ~_,r._··: 

·~;:_,.. -~>i.:--~~-
Only 20% of miles driven is on off-syst-em roads-·-=·--: 
mostly intrastate. There is minimal Federal 

·interest. ,~- . 
-'.-:s.;:· -< 

• <" :w~~: ~. • 
:·:. ~.•;- .. ·, 

A·l977 supplemental is especially unwarranted. 
··There are $209 million in funds from exPired off­
system programs still available for obligation in 
1977. ~-- .. 

/if:!~> ~-~1~~~~ 
Annual funding at a $138 million level';rill meet 
only 2% of designated off-system construction needs. 

·,. . ·---~-- ·. i-~~~:: -:-:ti-b: 
(This issue has not yet been reviewed by the D~rector.). ··~-
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Department of Trans?ortation· 

Issue: Should the Administration increase the 1978 Federal­
aid Highway program level (obligations) above the $6.5 
billion currently proposed? . . 

Agency position: De~artment of Transportation believes that 
the 1978 program level should be raised bv $0.9 billion 

"and outlays by $0.2 billion. The 1978-1982 outlay effects 
would be more substantial. The Department's oosition is 
based on ~he following arguments: · .• . . ~ '· ~:.. 

. J . -~ • 

.• Congress wiil 'n,ot accept levels lower than those 
proposed by the Department. (Congress enacted a 
$7.2B limitation in 1976 and 1977 and will see $6.5B 
as a reduction, thoug~ obligations wer~ only $4.6B 
in 1976 and are estimated by OMB to be about $6.5B 
i ~ :> ~ 9 7 7 • ) . . ;.'t_ .. _:_1._k~f_.·<_·,_ . .. 

-~·-~~~ ~-

Coristant dollar highway contruction has declined in 
recent years while highway needs have increased • 

• !- . 

. ~ . 
There are safety and economic benefits from highway 
construction. -~· 

-._:~ . 
....... 

'· 
It will create 54,000 direct ern?loyee-years of work 
(OMB's estimate is no more than 43,000 emoloyee~ 
years)~ ''· -~ 

OMB views: OMB opposes the proposed increase because: 

Fu·~·ding inc'~-~~ses should await an Adrninistra~X;~ 

· .. 

• . · .• _• ~ ....... -<!-~ .... ~ .. -

-
- J .. ·--~ _·:~ -~: ;~---t~~t: 

-.- -- ... _ ~·:: 

g~ound transportation legislative initiativ~. . .. 
. ··r)_;;;-~·~~-~-:r~;~ ~~7P.;~; .. _ . -_-.-.:.--=_·_.;_. -::::~.- · -._ -:-tJ~~~~;;~-r.t<. ~-·- ··.:-.:~. 

Total nationaf ·highway expenditures are large a'nd 
growing--from $17 billion in 1967 to $31 billion in 
1977--without substantial Federal-aid increases. 
7'",'~*.~~~~; .. _ .--.~;(·L~'-~¥~< . . . . · ="'~~~·tH . ..-. •• '· · _, .. :_ .:); ~~~ 
It~~ppears that States will only be able to obligate 
about $6.5 billion in Federal-aid highway funds in 
1977, whereas the allowable orograrn level is more 
than $1 billion higher. There is no reason to 

'believe that States will be able to use ... 
substantially more funds in 1978. ~-: ~-; ~;::--:::--c:: 

There are not studies which indicate that high~~~ .. ,;.:"~;~f1~f 
system service levels have deteriorated. 

.· 
'- -.. -.-. ---
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Department of Trans~ortation 
. ...... ,. -· 

Issue: The agency position would add $200 million in 
obligations for discretionary caoital grants for mass 
transit. OMB proposes $50 milliona 

~~·-~·-----~-~.: .;.:;,...;• 
. . _-;-;; ... ;-.··--

, 4 .... -.: • 

. ~~' --~'_:. .. -
·r •. 

' ~--tb~~-,.,~:_. .. 

Agency position: Department of Transoortation believes the-~ 
January budget does not provide sufficient qrant funds for 
transit bus and bus-related investments or for rail 
(subway and commuter) modernization projects. The -
department would also like to be relieved'of the 

·.- ... _. 

_. .:.. . "<"•. 

--~ 

- ..l: ::-
- ~" ·: 

. -. ·~,t;.:.-~~-

"!t~~~~:· 
. -c·.~=_:~ .. -~ ... :-~ 

=~~j=~~;u~o~~ai~:a i~~t~~;i~~r~f b~~~~~- ra~~~ ~~~:~~!ent ,-.~-:'. ·· ·:_:_~-~f~-
~ould also like ~o depa~t from the existing pr~ctice which~~? ~ -~::.'lf'-

. . oes not fund maJor pro)ects until funds have een.. .~:.{fz~:r~ _- .. 3.:X'4~.--·.-· 
;· -o- prQvided to cover the full scope of such projects;.>>. ~~~-;;}{"" . . . :"···.}::£:t-
~~fti :·c• ·· -- ·-~~"'---· -~~.¥~~ -~~±~i,::·· .<;-g~/';; .·.:· .• ,,:"_.i':/:/.;.;~.- _ -'·,_).-1-~;::-;_ •- ·. ·.,:;~W,l;~J:i ~-~=·~~. 

j_. . . 
• J . 
• 
'· "7 .. 

OMB views: OMB believes that onlv a $50 million fncrease ~~t";~~z-~~·-:::~:{~~' 
• #- •. ~-. ... ·~-~--~--- ;·· ··:~.._ ... ,~~:;,·,~ 

associated \-lith discretionary grants for transit buses ·isZ,:."'-~-~--: ~r:-f;'fg{"t 
d b f 11 

. -,.-~ . . .. ,.,,,, .. 
'Aarrante • Other bus-related grants can e u y >· ·• ..... ~~;~:;-::.:: :;_ .• -,:;;0:F 
accommodated within the transit funding base or by highway:t·~~- ;:·iDf;;< 
grants \oihich may also be used for transit pur?oses.. No~;:i~~~ ~-~ .. : ._·::,~&~-: 
fur-ther increases ·are r:col'!'mended for subway and rail-_. ~:t~;~f:L.: ·. , ~:~;:;;;::·· 
real ted grants: $220 m1.ll1.on from 1977 to 1978 are - -.~t';;~:,/_::;.;·, . ; ~~~~t 
included in_ the January budget... - ·· , ---· ~;y;fif::,~) .. -~~:~~,{~: 

OM~~,t:f~·ecommends that the full fu~~~~g concePt. C\nd ~~~---~~w :_~!~{it~~-~ic{ --~;~Ht: 
starts policy should not be changed until DOT and OMB reach ·~·e:'~; 
an understanding on how the mass transit Program can and : ,· .. 

;~ !~ t~~e ~oni~~1!::Por :~!1 n~~~~!~~t! ~ t: ~~ri~~111;~i ~=~~= the'-i''': ;._={,i_,_~~--~-·2 
fact that several major projects are under constructi-on .A~&{;·, --- - ··­
while the actual benefits of the first major new systems · -~:~;:~(··: __ ,t~Ji 
(BART in San Francisco, METRO in liashington) which have ._::~2~~ij-~~;-< --~_;_:_:_1_,_-_'!_~-~~-f,-._=·~---·~.~-·.-_·_._-_· 
begun operations are not develo-ping as oredicted. ·.A .. <~.:'[.:;;,:. ,;_,.,;~ 
thorough assessment is -planned by DOT this vear of· where · '.;,;.{~~::"? .~'~J!f.¥ 
this Administration wants to go with surface transportation?~~;;: 
pr~~.ams and-legislation. __ ,,, i~.<:!;;j:c: : : i~ 

. ··--~~--_-_,:_:~-~_t.~_t_._~·:_·_._t; __ k.-_:_ •. ';_~_> .· fi· ···~~···· -~·> ' . -~~t L •. •iii 
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Department of Transportatio~ 
Redeemable Preference Shares 

->-~: . . 

Issue: Should the present oolicv of us.inq redeemable 
preference shares.to facilitate desirable rail mergers and 
consolidations be replaced by a policy which emphasizes 
the creation of jobs, improvement in rail facilities, and . 
the payback of the Federal investment? The agency . · 

. -~:~,~:~~ 
,.-_ ... _';"! 

--:---: 

{"_ 

'-,~- ... -~ .. , .. 

• --:: J • • 

-:- :~-~iA ~: 

position would add $125 million in BA and $80 million in · · '"'···' 
.~ outlavs in 1977 and $175 million in BA and $180 million in · '}}J~~r 
~.{*''~':-.·~ ·:- outlays in:t.l978. -·~·~.;;>:. · .·~<.:· --~:"Y' 
... ~.--~~-~_-_:-.~-~-.;¥..:--.. : ;~\ _: -- · _ ;:._;·:~-~-~---i~:~"_:· ~---- --.·.•_-~:~~--~-·~. ----.~_.i~.-<· ··_;:~_~:_:~---~~--. :.~_"_{· ::ff~~: ~~~-:~ -~ -.. ·.-.. ~_-_;:r_~::_ · -'?:\;-1~~-~; 
._o:~ Agen~Y position: Redeemable preference shares reoresent a:'fg,{ :~~:~~{~ 

very flexible form of interim assistance to freight ·;·~·:;~~-.. ·· ''"".-:·• 

r~~~~:=~~~~~~:r! ~ i: :~! ~~~:=:;~~E~~~~ ;;!a~~~m i~~r:t!~~f,-- ···· · ·~··.·.· __ -_•.·~:_~··.~-: __ .·_-~.$_-_~: __ ~;;_:_:.~.•-~-·-·,~_..,_:._-.~_~1 __ -.~-~---:_ •. 

interest loa1_1s. Preference ~ha~es should ~e used :o sho~~~j': . _ o-;· 

Federal comm1tment to the ra1l 1ndustry wh1le studles of~~~~:~;~~ · ""''"'i!;;J" 

i;g~;~~;!;~~:i:!!;~:~i~:!~~;~f;~~~~~~~~~~~~. :~;!~;;t;;~~~,~~··. . ,j,, 
take too long to get any assistance to the industry, and'::,,'CI~;~~.:- .c.};P/'/ 

~!~h:~is b:h~~i~u~~c=~a~~d 0~~ej~b~; ~!~~n~~~!h!i~~~~~-try',f~h --~st,);E,; 
and payback to the government. This l?Ioposal creates some)._ /F{~~)~~ 

.. 2,600 and 5,100 workvears of emplovment in 1977 and 1978:.!~~.{;~ ·. · __ ,;.-~-:;.-"; 

~.-_•·.·.i'._·.::_·;._.~-,;,··.~.-... ·.~ .• ;~_:·_~.;:...;~·. , ,~ ~!~pecti vely~ - ~PA'::~~ - ·./-JE·:~-~-' .· .. · ... •_·.·.~-~~;··.-._ .. :.' •. ·.·.r •. -·:: •. -.~---.·_;_· __ : ___ :.~.-·-·:_ •• _1:_··.-.-.' •. _~ .. • _";~-:·:;:;~ • _ ~~;.~<';__,/4_,.: • ; <t••o,;. < ' • ~--' .~• -,- -::-.~'4~:'jB:._:,i'' ,:" ~~-.:.z~:~~-

OMB ·views: The Department's .P~'6~~sal is not an ad-~·quate .. :i;~-N~~~>-~ ~ 
~~~~:~e=~~~d f ~ ~ e ;~: ~~~=e~!/~!!~~~e ~~L u~=c~ii ~~!! ~ re~~~:, t::~¥(,;, 
key is to determine where the jobs are created and which}.:-~f' ~f ·>·~­
facilities are imoroved. The Department has not had time-;~/: ~<'';; 
to formulate its Priorities to do this. A total of $800 '1f?~f.: ,~. 
million in loan guarantee authority is alreadv in· the __ jJf~?:/;7 ·. ' · 
budget through 1978. These guarantees can immediately • .. :~~~rey>A'~ · · · .;~·:· 
accomplish the Deoartments objectives of crea.tinq jobs and_. 
helping the industry. Preference shares should be · <Xi;-·:: 
reserved for those high ?riority projects which facilitate 
change in the industry. OMB recommends that any budget·. · 
amendment for this account be deferred until the 

. ·-·;· . .,., .. ~ 
. ;., 

Department can develo~ its priorities. 
-~ li': ... 
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s~~t:.=> - :d~,-~ :;.-~: . ;. -~'~t-,;, /"-· ,~,, -~ --- ~-- -. !:" .. ; .. 
.... ~ ... ~. · ..... :. . ,. 

:<?:! -· l ::- · Department of TransY?ortation 
--~f~i§ J':.. ,;_'-:~}~.'g~:,,> , 'R~ + ~ >·:, :·· > ::'· . , ~_;:;,;:~ . : 

Issue! Additional $195M Interstate transfers for 
construction of METRO rapid transit in Washington, D.C., · 
suburbs. ($350M already provided in ~he January budget~) 
The reauest by the Washington Metropolitan Area Transit 
Authority--a non-federal agency--would add $35 million in_ 

·- . -/·-... 19 7 8 . . . . -.. :. =-~·, · . . .. _out 1 ay ~-~f?i: _ · :•: ' · · · · . ··" -~~- --;_ · . ~ . .:-"_ 
: __ ~·,r_·::;<;;2··_·,--~-~-~".~~--Z~_~-~~---;_-::t __ -.:- 5:-..:"";., ..... ~~~.-, . ..,.--~ ... :r_'!_.r; ....• • .. ,-;·.•.-_~/~.--··.·~-:~::_:_-._-- .. .,:·.-.::'4 . -- - __ -_.:-?:~-:.._ .... _ :;;_-.r~":_;:_·_.--::_-.:~ .. __ .. - -;.--·. 
~ .... t~?: ~,;~r~~v:f.·· · .:·_5~7;:.;·- ~ ~ ~ ... -- ~ _., ........ ~ ...... ~ 

Agency position: METRO wants a $744M construction program <~~( 
in 1978, $545M"of which would be financed by canceling an · 
equal amount of Interstate highway projects in this ~ 
metropolitan area. The January budget provides $350M of -·· 
Interstate transfers toward a $500M program. About $3.6~~~ 
and 61 miles of METRO have been funded through 1977.. The ::~t· · 
proposed $744M proqram would brinq these cumulative totals·:·;;:· 
to $4, 3B and 84 miles o METRO contends that this level of.~-1;-J.c. ' 
spending in .1978 is· necessary to maintain its construction·,,~- · 
schedule and to avoid further cost escalation.·· ~bout : :~>:?.:::?',.;:, 
$200M of additional funding would be· needed beyond i978~i~f~ 
order to make the 84 miles actually opera.tional. /;JI;tz:.t 

::ililfiii~ 'f -~,?~$>•~·· · ·'2'!~~'~"~ '•;<:·;J;.r:· ;·· . . -• ::· ;~~:;;~}.}:'· . . 
DOT view: (Unofficial) •. Most of the mileage METRO would ,.-:;:':_ 

like to begin to build in 1978 is under re-evaluation at 
the request of DOT. The January budget of $350M is a 
reasonable compromise between what METRO wants and the 
fact that major questions have been raised .-about the :··.· -~--;:. 
particular routes proposed for funding. Conversely, DOT:,~,~~-/~­
does not want to Ul?Set the funding aranage:nents currentlv;·,:~:;: 
under develooment at the local level which would assure ~,_\~F_:·· 
that 61 miles_ of METRO will clearly be built and put into-~;:·:: .. 

}~!}~li· o~~~:iono>J:~f¥[!· J~i:l'L· . - . ,::·1}·~·( . .-;·:.;{:./~lf<'···. 
OMB view: The $195M increase should be denied. The DOT ha·s~~~.:: 

cond1 tioned release of even the $350M upon satisfactory_:;}lf.ffiiiJ: · 
progress toward re-evaluation of most of the unbuilt. lft.f5Jf/..ff./ _·._ 
portions of METRO. METRO is -proposing to fund sorne of the··~> 
least cost-effective oarts of its system with the ·· +·"i1ft-:~:;it·=:· 
additional $195M. We should not pre-empt the results of·_~.yi~~-' 
the on-going indeoendent re-evaluation which is utilizing · 

: ... ·· ... - _ .. ···-

the most advanced and proven transit planning and.. _;·,;~ . .-:_:· 
evaluation techniques in the country. METRO has not bee"' 
seriously re-evaluated since the reid-1960 • s when the 1990,•­
population forecasts for the Washinqton area were almost 
one million higher than the rnost recent forecasts~ 
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THE WHITE HOUSE 

WASHINGTON 

February 15, 1977 

Bob Linder -

ReEorting Burden Reduction Program 

The attached memorandum was returned in 
the President's outbox. 

It is forwarded to you for handling the 
delivery to the Heads of Executiv3 Departments 
and Agencies. 

After the memos have been prepared and 
are ready to go, please coordinate the 
sending of the Presidential memo with OMB 
as th_ey too will be sending something out on 
this subject. 

cc: Bert Lance 
Jack Watson 
Stu Eizenstat 

Rick Hutcheson 



THE:: WHITE:: HOUSE 

WASHINGTON 
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THE WHITE HOUSE 

WASHINGTON 

MEMORANDUM FOR THE HEADS OF 

EXECUTIVE DEPARTMENTS AND AGENCIES 

As I outlined in the Cabinet meeting on Monday, 
January 24, I am determined to improve the efficiency 
and effectiveness of the Executive Branch. As part of 
this improvement, I place a high priority on reducing 
the burden which reporting to the Federal Government 
places upon the American public. 

My predecessor launched a program to secure a modest 
five percent reduction in reporting burden by 
September 30, 1977. I am dismayed to learn that the 
executive departments and agencies have made virtually 
no progress toward the achievement of that goal. 

To assure that thts matter receives your continuing 
attention, I want you to assume personal responsibility 
for the successful fulfillment of this task and for 
achieving the purposes of the Federal Reports Act as 
they relate to your agency. You may delegate authority, 
but any such delegation must be unambiguous and must 
run directly to yourself. 

Please determine personally: 

(a) How many reports does my agency receive? 

(b) How many can be combined or eliminated? 

(c) How can they be simplified? 

(d) Can less frequent reports serve adequately? 

(e) Can major departments, agencies and 
sub-agencies share the same report? 
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I do not look upon the task of reducing the reporting 
burden on the public as a one-shot campaign. It is a 
continuing problem. Routine efforts to deal with it 
will not suffice. You should review your agency's data 
collection activities to find ways of carrying out your 
program responsibilities in a manner which will reduce 
the paperwork burden on the public. 

Assess reports now required by law. You should develop 
recommendations for changes in legislation which might 
permit further reductions in reporting in the future. 

I have assigned to the Director of the Office of 
Management and Budget responsbility for exercising 
general oversight over the reporting burden reduction 
program. When possible, apply to existing forms the 
OMB restraints on new forms and reports. 

I anticipate your wholehearted and enthusiastic support 
in achieving these goals. I want each of you and your 
staff to cooperate fully with the Commission on Federal 
Paperwork, which is pursuing a broad inquiry into matters 
relating to paperwork generated by Federal agencies and 
its impact on the public. 

Finally, report to OMB by March 31 the goal of your 
agency for reduction of required reporting which will 
be achieved by September 30, 1977, plus other recom­
mendations concerning legislation and cooperation with 
other agencies. 



MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

W.A.SHINGTON 

February 14, 1977 

THE PRESIDENT 

STU EIZENSTAT 

Bert Lance Memo 2/8/77 re: Reporting 
Burden Reduction Program 

I agree with the OMB that specific guidelines are necessary 
to reduce the amount and burden of federal paperwork demands 
upon the public. I do, however, have some comments on the 
proposal by the OMB. 

There are basically two parts to the OMB directive: 1) re­
ducing the number of federal forms; and 2) reducing the 
burden imposed by federal forms, whatever their number. 

1. Reducing the number of federal forms. 

The ceiling contained on the memo for the number of forms 
which an agency may require is exactly the same ceiling 
which President Ford promulgated on July 23, 1976. This 
ceiling is still i~ effect. 

Hence, this directive does not represent a further step 
forward in reducing the number of forms required. 

It may be helpful politically to reduce the maximum number 
of forms allowed, so as to go beyond the effort initiated 
by your predecessor. I am not in a position to judge 
whether a stricter reducing ceiling is feasible, however. 

2. Reducing the burden imposed by federal forms. 

The OMB objective is to reduce the burden of public reporting 
by seven million hours by September 30, 1977. This is done 
because while the number of forms may be reduced, the actual 
burden of forms is not necessarily affected. 
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Again, this is the same goal-established by President Ford. 
Your action would not be an added step in reducing the 
burden. 

However, agencies have not been making much progress in 
reaching this goal, so your action could be significant 
in urging them to strengthen their efforts. 

One difficulty with the OMB proposal is that it has not 
tied together the very strict guidelines for reducing the 
number of forms with guidelines for reducing the existing 
burden imposed by them. 

I understand that this is an area that defies precise 
measurement, so it may be that the OMB simply cannot 
impose stricter guidelines for reducing the burden. That 
being the case, a strong statement from you on the importance 
you attach to reducing the burden of forms may be essential. 



ACTION 
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EXECUTiVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. Z0503 

February 8, 1977 

MEMORANDUM FOR: 
!J/'\ 

THE PRESIDENT/\ I ~ 
FROM: 

SUBJECT: 

( \,~,~­
BERT LAt"'JCE J~~ ' ~ 

REPORTING BURDEN REDUCTION PROGRAM 

I recommend that you sign the attached letter to 
Heads of Departments and Agencies as the first step 
in implementing your personal goal to reduce the 
burden of reporting by the public to Federal agencies. 

I have also attached a copy of the implementing 
letter which I propose to sign immediately after 
your letter is distributed. In addition, OMB has 
prepared a tough set of guidelines which explicitly 
recognize that the time required by the public to 
provide information to the U.S. Government is a 
scarce resource. 

Your letter and our guidelines make agency Heads 
responsible for more effective control of the data 
collection activities of their own agencies. The 
guidelines strE::ngthen the control and clearance 
functions which have the operation of minimizing 
reporting burden. 

RECOMMENDATION 

Sign attached letter to implement forms reduction. 

I Approve I Disapprove 

Attachments 



GUIDELINES FOR REDUCING PUBLIC 
REPORTDiG TO FEDERl\L AGENCIES 

I. GUID.SLI:\ES FOR CO?-TTROLLING THE NU1,1BER OF REPORTS 

Objec:::i\'2: To c::x:::ro] -c.ne number of reports used 
by executive agencies w~ile permitting a degree 
of flexibility. 

A. A ceiling of 4,700 ~c~ctitive reports and 600 
single-time reports is established for agencies 
in the executive branch subject to the provisions 
of the Federai Reports Act {44 U.S.C. 3501 -
3512) • 

B. Each department and independent agency has a ceil­
ing on the number of repetitive reports and a 
ceiling on the nu~ber of single-time reports. 
The ceilings for each department and agency are 
set forth in Attac~~ent A. 

C. The following guidelines come into effect for any 
department or agency '>vhich reaches its ceiling. 
They will remain in effect until the number of 
repetitive reports and single-time reports used 
by the department or agency are reduced to the 
number in US? on June 30, 1976. 

{1) No requ~st for clearance of a new report is 
to be made unless: 

(a) the report is specifically required by 
law, or 

(b) the report is required to obtain 
information specifically requested by 
Congress, or 

(c) the request for clearance of the 
proposed new report is accor:,?anied by 
a request for the elimination of an 
existing report. The elimination of 
an existing single-tiE'.e report is n:Jt: 
acceptable as an offs~-c to the introduction 
of a repetitive repor~. or 
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(d) an excc~tio~ ls granted per guideline 
I-C(3). 

(2) No reouest for clearance for the continued use 
of an existing report is to be made unless: 

(a) the report is specifically required by 
law, or 

(b) the request for clearance is accompanied 
by a request for the elimination of an ' 
existing report. The elimination of an 
e~isting single-time report is not 
accept2~le as an offset to the continued 
use of a repetitive report, or 

(c) an exception is granted per guideline 
I-C(3). 

(3) If the head of a department or agency determines 
that there is no approved report which can be 
eliminated in order to meet the requirements of 
C(l) (c) or C{2) (b) above, he may request an 
exemption from these guidelines by certifying 
his determination to the Director of the Office 
of Management and Budget. It is intended that 
this determination, certification, and request 
for exemption be made by the head of the depart­
ment or agency and not by any person to whom he 
has delegated his clearance authority. 

(4) If an exemption is g:canted by the Director, it 
will apply only to a specific request for 
clearance. A separate determination, certifi­
cation, and request for clearance must be made 
for each case for which an exemption is sought. 

D. In some cases one agency collects information on 
behalf of another. In such a case, if the data 
collection involves a separate survey, the agency 
which sponsors the collection of information from the 
public shall have the data collection included in its 
inventory of reports and estimated reporting burden. 

2 
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G"JTDSLINES ... ..,-,_-----. ---..-. ..:.-,.,__, __ ) -~·. --· ~- __ ·, ,_, 

·::-,;:;·~~~--:---c: To reduce the burden of public reporting 
by -; ~ C u-u;- 0 G -J I/)~..:.r.s by September 3 0, 19 7 7. The 
reduction is to be achieved in the burden of reporting 
associated with repetitive reports. ?~e burden of 
report:.ing asscciated with single-ti:.:: :·-<:::orts is to 
be no higher on September 30, 1977 than it was on 
June 30, 1976. 

A. Guidelines for agency use in achieving a reduction 
in reporting hour burden of existing or prospective 
data collections. 

(1) Review U1e essentiality of the report. 
Request clearance only for those reports 
which are essential to policy decisions, 
program planning, management or evaluation. 

(2} Revie''' the practical utility of the information 
collected. If it is not used for reasons 

(3} 

beyond the agency's control, do not collect it 
even though it may be "needed." (-See paragraph 
4, Attachmen L A, ONB __cj_r..cn Jar. N a. A.:::-.4()_, 

Tr~al H9morar=tei~nl No-1-, February 10, 197~} 

Reexamine use of samples, cutoffs, and similar 
techniques which can reduce reporting burden. 
If these techniques are not being used, why 
can't-they be used? If they are being used, 
can the samples be reduced or cutoff levels 
raised? 

(4} Reexamine the need for frequency of data 
collection. Would less frequent data collection 
adequately serve minimum department or agency 
needs? 

(5} Consider the possible use of "short'' forms for 
use by individuals or by small organizations 
when an inquiry is addressed to a universe or 
sample containing large organizations, small 
organizations, and/or individuals. 
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(6) Address special efforts to a reexaminaiion of 
th~ us~ of information collected by "large 
burder," prc:;r:~~;3 .' ~..:ch as medicare and medicaid, 
thP. fO()d St=•~.,.l •... ,... .. ,..r-•:>1 r t: ·-~~"' 'i·""Q:-1"'"--ont Of * ~··.t .L·"• . ...J-;:-c .... ....,._ ...... f_ ._ __ .., .. l .... ui.~-
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hgricul ture, <u1d the lik..:. Such spcc:..::.l e:.fc:--t3 
should concentrate on an evaluation of the 
practical utility of tr.e information collected. 

B. Guidelines to be used by o~m in review of requests 
for clearance. 

(1) Applications. No request for clearance of a 
new appl~cation form or for the continued use 
of an existing application form will be granted 
for forms \vhich contain anything other than the 
informat'~on necessary to detemine (1) whether 
the applicant is eligible to receive the benefit 
applied for or (2) the amount of benefit to 
which an eligible applicant is entitled. 

When narrative statements are required as part 
of an application, reporting instructions are 
to be explicit as to l·;hat is needed. 

An agency which requires the n~~e or names of 
·project directors/principal investigators 

(and information on their staffs) as part of 
an application is required to· present a specific 
justification for such information in its request 

• for clearance under the Federal Reports Act and 
to describe the consequences of not receiving it. 

(2) Program evaluation. Reporting and data collection 
requ1red for program evaluation must directly 
contribute to the assessment of the degree to 
which program goals have been achieved or to the 
assessment of the effects o£ programs or their 
processes or management. Acquisition of large 
amounts of descriptive data not directly relevant 
to these purposes is to be avoided. 

(3) Other manaqe~ent reoorts. No report is to be 
required ot an employer of fmver than 100 
employees unless the report is specifically 
required by law or unless the report is 
consequent to a benefit received. 
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S~atistical survevs or reoorts. No statistics 
P v-nrrr"'~ , .. ;~.:,~;.-. cr''lPr-tc. ~n::-:,-.,;_.-:-,_~on anPually or .... ""-._.,:~ ~--L ,, ....... __,..:. ·-....J...L _.._ .._ .J.. ____ . ._ •.. ~-~ • 

mo1:2 :_~,_... ._, :o~;;::c'_l .::~ · _ · :::1 to produce 
geo~;r~'~;::~ . ...: c.ct:ail belmv nc...~lO:lc_,}_ totc::ls for the 
United SLdtes unless: 

(a) the inforrr.?, tion l s rGCf1.::ired by law more 
frequently then would be provided by a 
census and 

(b) cannot bs obtained from existing aili~inis­
trative records or 

(c) the data collection is an integral part of 
a s~ecific Federal-State cooperative 
program or of a specific Federal-local 
government cooperative program. 

Federal agencies are not to engage in any data 
collection activities which are not financed 
whollv by Federal funds, exceot data collection 
which .... is undertaken as a cons~quence of cooperative 
efforts with State and/or local governments. 

It is expected that data collections for statisti­
cal purposes \vill have a response rate of 75 
percent. Proposed data collections having an 
expected response rate of less than 75 percent 
require a special justification. Statistical 
data collection activities having a response 
rate of under 50 percent should be terminated. 
Proposed statistical data collection activities 
having an expected response rate of less th&n 
50 percent will be disapproved. 

An agency will make every reasonable effort to 
assure that no individual and no employer of 
fewer than 100 is included in more than one of 
its statistical Sili~ples at the same time. 

(5) Data collection for research purposes. Data 
collectiomfor research purposes will be approved 
only if (1) they test a stated hypothesis or 
(2) they are part of an investigation designed to 

;• 



discover new fucts or principles in a specified 
area of knowledge. The anticipat~d benefits 
cxpectc<1 frc:~ t;··::: :~."" ta collection and the 
consc·c!'-'. ::/>:":=:: c ;= , ..: .. C: ngaging in the proposed 
data col~ectio~ ~rc to be specified. 

(6) Grant-in-aid reporting. Grant-in-aid prograns 
are expected to use the uniform grant reporting 
procedures set forth in FMC 74-7 and Of!tB 
Circular Nos. A-110 and A-111. Agencies may 
ask for less information than is included in the 
uniform grant reporting procedures, but may not 
ask for more information unless (1) the additional 
information is specifically required by law or 
(2) is specifically required by Congress even 
though not required by law. 

/ 

Grant-in-aid reporting shall be required only of 
the grant recipient. Reports from subgrantees, 
projects, or ultimate beneficiaries are not to 
be required unless specifically required by law 
or by Congress. 

(7) Exemptions from these guidelines. The head of 
a department or independent agency may request 
an exemption from any of these guidelines for 
a particular case. A request for such an 
exemption may be made only by the head of the 
department or agency and may not be made by any­
one to whom clearance responsibilities may be 
delegated. A request for exemption must describe 
why the particular exemption sought is necessary 
to the proper performance of the department's or 
agency's functions. 

III. GUIDELINES FOR REDUCING REPORTING BURDEN SUBSEQUENT TO 
SEPTEMBER 30, 1977 

Objective: To recommend changes in legislation which would 
achieve an additional reduction of reporting burden. 

A. During FY 1977 identify legislative sources of specific 
reporting and recordkeeping requirements which the 
department or agency regards as excessive. 

6 



B. Recornr::tend S;},::~·~-=-~c •:;,,.:,,,,:c:~: i:-1 leqislation which could 
reduce the excessive reporti:1g c~· rcc:ordkeeping 
requirement. These r.:~corr-:r.cndc:: ti 'Jns 2.re to be reported 
quarterly to Gr·lB, b·'~ginning n::crC:1 31, 1977, together 
with an estimate of the savings in reporting burden 
which could be secured if the recommendations were 
enacted. 

7 



Der)art:-rle:I t o.:: A~riculture 
De~)art~~:..::t:. t r":::. c..:-:-_;:~_:~~2 rce 
Department of Defense 
Department of Health, Education, and Nelfare 
Department of Housing and Urban Development 
Department of the Interior 
Department of Justice 
Department of Labor 
Department of State 
Department of Transportation 
Department of the Treasury 

Agency for International Development 
Enerqy Research and Development Administration 
Environmental Protection Agency 
Executive Office of the President 
Conwunity Services Administration 
Federal Home Loan Bank Board 
Federal Mediation and Conciliation Service 
Federal Reserve System 
Foreign Claims Settlement Commission 
National Fou~dation on the Arts and Humanities 
General Services Administration 
National Aeronautics and Space Administration 
National Mediation Board 
Natior-al Science Foundation 
ACTION 
Railroad Retirement Board 
Renegotiation Board 
Selective Service System 
Small Business Administration 
Smithsonian Institution 
Tennessee Valley Authority 
U.S. Civil Service Commission 
u.s. Commission on Civil Rights 
u.s. Information Agency 
U.S. International Trade Commission 

Attachment P.. 

726 
527 
211 
850 
254 
296 
166 
251 

31 
272 
130 

20 
29 
56 
13 
11 
12 

2 
12 

1 
20 
49 
23 

3 
55 
23 

118 
4 
6 

22 
9 

20 
132 

1 
9 
9 



P- ~:?ti ti ve Reports (contir.ued) 

Veterans Adm:nistration 
National Gallery of Art 
Interim Compliance Panel 
National Credit Cnion Administration 
Overseas Private Investment Corporation 
S~ecial Action Office for Drug Abuse Prevention 
.::1~,er ican Revolution Bicentennial Administration 
Committee on Products and Services of Blind 

and Severely Handicapped 
Inter-American Foundation 
Pension Benefit Guaranty Corporation 
U.S. Postal Service 
~ational Academy of Sciences 
National Center for Productivity 
Administrative Conference of the United States 
Corrunission on Review of National Policy tm.;ard 

Gambling 
National Commission on Libraries and Information 

Science 

283 
2 

5 
2 

5 

4 
2 
1 

1 
1 
1 

1 

1 

2 



CEILINGS FOR SINGLE-TI~lli PEPORTS 

Departr.2nt of Agriculture 
Deoart:~:::··~ ':-. ,..'-.r:: Corn.rr;erce 

De?artiT,'.=nc of E·201.~:", EC:Jcation, and '0lelfare 
Department of Housinq and Urban Development 
Department of the Interior 
Department of Justice 
Department of Labor 
Department of State 
Department of Transportation 
Department of the Treasury 

Agency for International Development 
Energy Research and Development Administration 
Environmental Protection Agency 
Executive Office of the President 
Community Services Administration 
Farm Credit Administration 
Federal Home Loan Bank Board 
Federal Mediation and Conciliation Service 
Federal Reserve System 
Foreign Claims Settlement Commission 
Natio~al Foundation on'the Arts and Humanities 
General Services Administration 
National Aeronautics and Space Administration 
National ~ediation Soard 
National Science Foundation 
ACTION 
Railroad Retirement Board 
Renegotiation Board 
Selective Service System 
Small Business Administration 
Smithsonian Institution 
Tennessee Valley Authority 
U.S. Civil Service Co~~ission 
U.S. Commission on Civil Rights 
U.S. Information Agency 
U.S. International Trade Commission 

·---·--·--. -· . 

76 
13 

230 
23 
22 
11 
18 

1 
53 

7 

14 
1 
1 

6 
1 

7 
6 

5 
2 
2 

21 



Single-Time Renorts (continued) 

Vetera~s ~d~inistration 
National Gallery of Art 
:;:rc::=_,2rim Compliance Panel 
National Credit Union Administration 
Overseas Private Investment Corporation 
Special Action Office for Drug Abuse Prevention 
_;c,.:Tlerican Revolution Bicentennial Administration 
Co:.~ittee on Products and Services of Blind 

and Severely Handicapped 
Inter-American Foundation 
Pension Benefit GuaranLy Corporation 
u.s. Postal Service 
National Academy of Sciences 
National Center for Productivity 
Administrative Conference of the United States 
Commission on Review of National Policy toward 

Gambling 
National Cowmission on Libraries and Information 

Science 

10 

2 
1 
1 

2 

1 

2 
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THE WHITE HOUSE 

WASHINGTON 

MEMORANDUM FOR THE HEADS OF 

EXECUTIVE DEPARTMENTS AND AGENCIES 

As I outlined in the Cabinet meeting on Monday, 
January 24, I am determined to improve the efficiency 
and effectiveness of the Executive Branch. As part 
of this improvement, I place a high priority on reducing 
the burden which reporting to the Federal Government 
places upon the American public. #~~ 

My predecessor launched a program to secure a~five 
percent reduction in reporting burden by September 30, 
1977. I am dismayed to learn that the executive 
departments and agencies have made virtually no progress 
toward the achievement of that goal. 

~C7-:;;r-/L-'-. II"~~ d'" 
c J_ 

should ~ develop recommendations for changes in 
legislation which might permit further reductions in 
reporting baa;rien in the yeo&l!'B .MteetS:. /u ~ . 
To assure that this matter receives your continuing 
attention, I want you to assume personal responsibility 
for the successful fulfillment of this task and for 
achieving the purposes of the Federal Reports Act as they 
relate to your agency. You may delegate authority, but 
any such delegation must be unambiguous and must run 
directly to yourself. 

look upon the task of reducing the reporting 
burden on the public as a one-shot campaign. It is a 
continuing problem. Routine efforts to deal with it 
will not suffice. You should review your agency's data 
collection activities to find ways of carrying out your 
program responsibilities in a manner which will reduce 
the paperwork burden on the public. 
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I have assigned to the Director of the Office of 
Management and Budget responsibility for exercising 
general oversight over the reporting burden reduction / 
program. ~~~ /'e>>F, .6~1 ~/~ c:;;Ff!1,({i" .>/o -~-¥ti ~"';/ /tf>,~o 77.;_ 

t!',-7-JLJ . ..-zl"J/-dnt_6-. /'·'>z ?rear )';;?:__,_.,.~.,v n-.-t d /--t.";(~<t.f. 
I anticipate your wholehearted and enthusiastic support 
in achieving these goals~ 

F-~~~ want each of you and your staff to cooperate 
fully with the Commission on Federal Paperwork which is 
pursuing a broad inquiry into matt.ers relating to paper­
work generated by Federal agencies and its impact on 
the public • 

.. · .. 

Electrostatic Copy Made 
for Preservation Purposes 

,:·-:·,···~i;_\: ;::::'_:\~t;:~~r,~ 
~--·. 

,.· 

,. 



> •• : •• ; • 

l ',, • " ' 
' I·. • 

~,. ' '/.' ·. ,· 

l ' ,. 

' ·.~ . ' 

~. 

·., 

\ ... . 

THE WHITE HOUSE 

WASHINGTON 

MEMORANDUM FOR THE HEADS OF 

EXECUTIVE DEPARTMENTS AND AGENCIES 

As I outlined 
January 24, I 
and effective 
this impr 

)' •':: .. 

· et meeting on Monday, 
rmined to improve the efficiency 
the Executive Branch. As part of 
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THE WHITE HOUSE 

WASHINGTON 

February 15, 1977 

~; Be:r't Laf).ceL _ -~'"'--

The attached was returned in 

. .. 

the President's outbox. It is 
forwarded to you for appropriate 
handling. 

Rick Hutcheson 
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Re: Briefing Book: Meeting on FY 197.8 .. 
Budget Revision. February 14 , 1/3. 7'7-.. 
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EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

~-PRESIDENT HAS SEEN. 

· MEETING ON FY 1978 BUDGET REVISION 
Monday,· February 14, ·l977 

The Oval Office ~ 
5-t.f Jtp,r-( 

FROM: W, ~ CUtter 

I •. PURPOSE 

···~ : ; 

To make decisions on budget 
economic stimulus package, 
Labor Department issues may 
decision~ 

revisions related to the 
In addition, other 
be brought up for 

II. BACKGROUND, PARTICIPANTS, AND PRESS PLAN 

A, · Backc;round; Budget guidance information developed 
for 1mplementation of the economic stimulus 

I program was sent to the Secretary of Labor in 
conj,unction with revision of the 1978 budget. OMB 
and.the Department of Labor would now like to 
present to you those issues that need your decision. 
Supporting materials are included in the attachment. 

B. Participants; Bert Lance, F. Ray Marshall 

C, Press Plan; 

' . 

White House photographer 
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DEPARTME~. uF LABOR 

Major Agency Functions 

The Department of Labor consists of the following agencies: 

Employment and Training Administration (ETA), which fully funds the 30,000 person State-run 
Employment Service which attempts to match job-seekers and jobs; provides grants to 430 State, 
local and Indian 11 prime sponsors 11 for locally designed programs to train or otherwise prepare 
the disadvantaged for jobs; funds public service jobs through the same prime sponsors in areas 
of high unemployment (CETA Title II), throughout the country as a countercyclical measure (CETA 
Title VI), or for youth in the summer; operates the Job Corps to provide training in residential 
settings for disadvantaged youth; funds other training and employment programs for migrant and 
seasonal farmworkers and other special groups; and operates the Federal-State Unemployment 
Compensation system. 

Labor-Management Services Administration (LMSA), which administers the Department's portion of 
the private pension reform act, the Landrum-Griffin Act requiring reporting and disclosure of 
union finances and regulating union elections. and the Federal Government's internal labor­
management relations program. 

The Pension Benefit Guaranty Corporation (PBGC), which insures private pension plans. 

The Employment Standards Administration (ESA), which enforces minimum wage and overtime 
standards; the laws forbidding discrimination in employment on the basis of age and requiring 
equal pay for equal work regardless of sex; and labor standards for Government contractors, 
including requirements for payment of prevailing wage and affirmative actions to prevent 
employment discrimination against minorities, women, handicapped, or veterans. It also operates 
workers compensation programs for Federal employees, longshore and harbor workers, and coal 
miners with black lung. 

The Occupational Safety and Health_Administration (OSHA). which sets workplace health and 
safety standards, inspects businesses for compliance with the standards, and funds State 
programs found to be at least as effective as the Federal program. 



- The Bureau of Labor Statistics (BLS), which provides statistics on the labor force (including 
employment and unemployment), prices and the cost of living, wages and industrial relations, and 
productivity. 

- The Bureau of International Labor Affairs (ILAB), which determines if groups of workers are unemployed 
as a result of increased imports, and are thus eligible for special benefits. 

Budget Summary 
(In millions of dollars) 

1977 1978 
BA Outlals BA Outlays 

Budget guidance ........................... . 24, 7731) 24,848 20,9761/ 26,028 
Agency proposed changes ................. . 

Agency est i rna te ........................... . 
+734 -643 6,039 -157 

25;507 24,385 27,015 25,871 

OMB recommended changes to 
agency estimate ........................ . 

OMB recommendation ........................ . 
+l 77611 -42 +168y -537 . _ _g. 

24.343 27,183 25,334 27,283 

Memorandum: 

January Budget estimate ................. . 24,773 23,833 20,998 19,963 
Full-time permanent employment 

(OMB recornmendation) .................. . 16,487 16,619 

1/ The Guidance letter said 11 Plus whatever is needed to support the fiscal stimulus package. 11 

Y Reflects an OMB alternative to accomplish the intent of the fiscal stimulus package. 

2 



DEPARTMENT OF LABOR 

ANALYSIS OF REVISIONS TO THE 1978 BUDGET 
(In millions of dollars) 

1977 
Agency OMB 

recommendation recommendation 
Budget Budget 
Auth. Outlays Auth. Outlays 

Total, Budget guidance ......... 24,77~ 24,848 24, nJll 24,848 

Changes: 

Fiscal stimulus package 2/ Public Service Employment* .. -160 --- +2 '554-z; ---
Other* ...................... +1,498 +20 +60{P ---
Administrative cost ........ +8 +8 +2 +2 

Restore Secretarial 
Discretionary funds* ........ --- --- --- ---

Increase Summer Youth 
preliminary estimate 
to 1977 level* .............. --- --- --- ---

Provide for 1978 inflation* ... --- --- --- ---
Increase Migrants and 

Indian setasides ........... +22 +11 --- ---
Withdraw Work Incentive 

legislative proposal ....... --- --- --- ---
Continue Federal Supple-

mentary Unemployment 
benefits ................... --- +500 --- +500 

* Items to be discussed. 

1978 
Agency OMB 

recommendation recommendation 
Budget Budget 
Auth. Outlays Auth. Outlays 

20,976Jj 26,028 20,97flJ 26,028 

2/ 
+5' 363 +1 +5 ,45l2; +1 
+1,203 +21 +l,60Q.=J 

+17 +17 +3 +3 

+125 +125 r--
+70 +70 ---
+85 +85 

+22 +22 +22 +22 

+21 +21 +21 +21 

--- +600 --- +400 

lJ The Guidance letter said 11 Plus whatever is needed to support the fiscal stimulus package ... 
2/ Reflects an OMB alternative to accomplish the intent of the fiscal stimulus package. 
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Labor: Analysis of Revisions - cont. 

Increase Employment 
Service (ES) staff ........ 

Increase Unemployment 
Insurance Service (UIS) 
staff ..................... 

Increase OSHA inspection 
staff ..................... 

Increased evaluation, 
research, and development .. 

Fund new Commissions 
Miscellaneous ............... 
Revised economic assumptions 

(estimate) ................ 

Total, with revisions ..... 

January Budget .............. 

# Less than $500 thousand. 

Agency 
recommendation 
Budget 
Auth. Outlays 

--- ---

--- ---

--- ---
+1 +1 

+10 +4 
+4 +4 

-649 -1 ,010 

25,507 24,385 

24 '773 23,833 

1977 
OMB 

recommendation 
Budget 
Auth. Outlays 

--- ---

--- ---
--- ---

# # 
--- ---
+3 +3 

-649 -1 ,010 

27,283 24,343 

24,773 23,833 

t 

4 

Agency 
recommendation 
Budget 
Auth. Outlays 

+2 +22 

--- +16 

+6 +6 

+14 +7 
+1 +8 

+10 +11 

-900 -L_l89 

27,015 25,871 

20,998 19,963 

1978 
OMB 

recommendation 
Budget 
Auth. Outlays 

+8 

+3 +3 

+7 +7 

-900 -1 '158 

27 '183 25,334. 

20,998 19,963 

t 



CETA Title II BA 
0 

CETA Title VI BA 
0 

Total PSE BA 
0 

Agency Recommendation: 

DEPARTMENT OF LABOR 

EMPLOYMENT AND TRAINING ADMINISTRATION 

1978 BUDGET REVISIONS 
(In millions of dollars) 

Fiscal Stimulus Package - Public Service Jobs 

1977 
1976 Agency OMB 

Actual Recom. Alt. Diff. 

400 524 400 -124 
544 524 400 -124 

2,825 2 '1 00 4,938 +2,838 
1,887 2,949 3,073 +124 

3,225 2,624 5,338 +2 '714 
2,431 3,473 3,473 --

1978 
Agency OMB 
Recom. Alt. Diff. --
1,016 400 -616 
1 ,016 400 -616 

4,747 5,451 +704 
4,872 5,488 +616 

5,763 5,851 +88 
5,888 5,888 

The Department recommends: add-ons for Comprehensive Employment and Training Act, Title II of 50,000 
in 1977 and 75,000 in 1978; add-ons for Title VI of 240,000 in 1977 and 340,000 in 1978. The split is 
to provide some support (Title II) for regular jobs in States and localities for individuals they would 
normally hire. 

OMB Alternative: 

OMB suggests, on programmatic grounds, shifting all the add-on to Title VI. There is no programmatic 
reason for the Title II increase (except for some degree of geographic targeting, but the Title VI 
formula is already heavily weighted to areas of high unemployment). Tjtle II_ is generally considered 
the 11 permanent 11 public jobs program, thus aggravating the already difficult issue of phaseout when 
the economy 1mproved. If projects do prove more difficult to start up than Labor anticipated (which 
is possible), this shift loses some of the hiring we could otherwise show in 1977, but we would expect 
to be caught up in early FY 1978. In any case, CEA does not attribute any net employment impact to 
the Title II program. 

5 
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Both the Labor and OMB recommendation require 81 Federal staff. 

Budget Authority for Projects 

The OMB alternative would seek appropriations each year sufficient to finance the full 12-months of 
each project a locality starts, even though the project runs into the next year. This approach 
assures localities of the continuity of funding for the projects and should facilitate planning. 
It also provides a relatively automatic phasedown into 1979 as each project started in 1978 is com­
pleted. It does not preclude added appropriations in 1978 or 1979 if conditions warrant. 

6 
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DEPARTMENT OF LABOR 

EMPLOYMENT AND TRAINING ADMINISTRATION 

1978 BUDGET REVISIONS 
(In millions of dollars) 

Fiscal Stimulus Package - Manpower Services to Target Groups 

1977 
1976 Agency OMB 

Actual Recom. Alt. Diff. 

1978 
Agency OMB 
Recom . Alt. 

r:., 
\.:: ·.~:'· ;:-~:-1 ,...;_;f· 

Diff. 

Budget authority NA 1,498 600 -898 1 ,203 1,600 +397 
Outlays NA 320 300 -20 1~622 1,600 -22 

Agency Recommendation: 

The Department's request includes a federally directed program which requires ~f in Labor and 3,000 to 
5,000 in Agriculture and Interior for the rural youth program. ~ 

Phaseout. The Department has not considered this an important requirement and indicated in our 
budget hearing that it really expects most of the programs to continue after 1978. 

Change in manpower strategy. Labor believes that the Federal Government must place specific requirements 
on prime sponsors in terms of the type of service to be provided for each target group {e.g., on-the-job 
training (OJT), skill training) and must have close Federal direction in order to "ensure quality." Labor 
points out that prime sponsors have not devoted as large a proportion of programs to the disadvantaged 
as did predecessor programs (67% vs. 78%) and have used less skill training and on-the-job training. 
Labor has plans to follow up the stimulus package by placing similar Federal design requirements on 
prime sponsors in the regular CETA Title I block grant program. 

i 
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OMB Alternative 

OMB suggests that funds could be allocated in grants to prime sponsors specifying target groups a~d goals but 
leaving design specifications to States and localities. Only 44 more Federal staff would be requ1red for. 
this approach. ~ 

1. Phaseout. The Labor programs should phase out after the need for fiscal stimulus goes away. Any 
Federal program is difficult to terminate, but special short-term additions to State and local 
manpower programs have the best chance of being phased out. Categorical programs create new 
constituencies to lobby for continuation. Programs like the Job Corps and a proposed Rural Youth 
Conservation Centers require substantial capital investment and creation of special Federal and 
contractor staffs to run the centers. It would be wasteful to use the centers for just a short 
time. 

2. Manpower strategy. The Office of Management and Budget alternative would make the minimum 
change in the present manpower strategy. Although groups to be served would be specified, States 
and localities could design the services they believe best fit their local situation. There is no 
evidence that the change in clientele served or services provided under CETA indicate a failure 
of the CETA system. Economic conditions and different statutory provisions explain much of the 
change. In recent years, more of the unemployed have been the non-disadvantaged. The general 
lack of jobs makes on-the-job training very difficult, and also makes it difficult to determine 
what skills to train. It should be noted that the Labor program proposals will serve many not 
classified as disadvantaged. CETA evolved from recognition in the 1960's that separate categorical 
programs cause overlap and confusion locally, and that program designs can legitimately differ 
from place to place. 

8 



Budget authority 
Outlays 

Agency Recommendations: 

DEPARTMENT OF LABOR 

EMPLOYMENT AND TRAINING ADMINISTRATION 

1978 BUDGET REVISIONS 
(In millions of dollars} 

Discretionary Funds 

1976 
Actual 

268 
204 

Agency 
Recom. 

281 
181 

1977 
OMB 

Recom. 

281 
181 

1978 
Agency OMB 

Diff. Recom. Recom. 

277.5 152.5 
277.5 152 

The discretionary funds at issue are utilized to provide additional employment and training assistance to 
special groups, mount new programs, and otherwise supplement CETA block grants. The Secretary wishes to 
have this flexibility to develop his own programs, especially in rural areas. These programs would be in 
addition to those he recommends for migrants and farmworkers in the stimulus package. No plan for use of 
the funds is currently available. 

OMB Recommendation: 

Diff. 

-125 
-125 

Discretionary resources are derived largely from the residuals of two Title I percentage setasides which 
provide for consortium incentives and for a year-to-year 90% hold harmless level for each sponsor. Excess 
funds in 1977 and 1978 result from unanticipated increases in Title I dppropriations occurring in 1975 and 
1977. They are not essential to the block grant programs. The Department still has over $100 million in 
uncommitted discretionary funds available in 1977 and not attributed in its submission to any of the 
stimulus or other spending items. The January Budget for 1978 provides adequate allowance (up to $20 million) 
for small temporary or emergency activity. New spending authority of the size requested ($125 million) should 
be separately justified on the basis of specific programs. 

9 



Budget authority 
Outlays 

~gency Recommendation: 

DEPARTMENT OF LABOR 

EMPLOYMENT AND TRAINING ADMINISTRATION 

1978 BUDGET REVISIONS 
(In millions of dollars) 

Summer Youth Employment Program 

1976 
Actual 

563 
544 

Agency 
Re.com. 

595 
595 

1977 
OMB 

Recom. 

595 
595 

1978 
Agency OMB 

Di.ff. Recom. Rec.om. Diff. 

595 525 -70 
595 525 -70 

DOL requests an increase in the preliminary estimate for 1978 so as not to show a decrease from the 1977 
program. DOL does not believe the level should be reduced, given the relatively high and lingering 
unemployment rates among youth. We do not know how the youth situation will change next year and thus 
there is no basis for reducing the estimate at this time. Staff also suggest that the Congress does not 
seriously expect the statutorily required March report on summer youth employment needs each year to be 
the basis for setting the program level. The proposed reduction, even though only a preliminary estimate, 
will represent an inconsistency within the total context of the budget proposals and will likely result 
in Congress appropriating even more than the $595 million. 

OMB Recommendation: 

Do not change the preliminary estimate. In 1976 the President's final request in March substantially 
exceeded the preiiminary estimate and was over Congressional committee estimates. It was enacted. In 
the 1977 appropriation Congress did appropriate for the summer of 1977, not waiting for an Administration 
request. Whether or not the Congress was serious in its intent when it required the needs analysis, the 
concept of relating program size to an estimate of need as the su1m1er nears is sound. The aim of the 

10 



stimulus package is to reduce unemployment by the end of FY 19 8. It would be iQfonsistent to say now 
that we expect to need 1n the summer o a program as large as the summer of 1977. 

No decision is required now, since no formal request is before the Congress. Not changing the 
preliminary estimate does not preclude increasing it when the formal request is made. Increasing it 
may invite the Congress to enact the larger amount now, which may preclude attempts to maintain the 
preliminary estimate if the need does turn out to be lower. 

If claims are made that keeping the lower estimate is inconsistent with the youth emphasis of the 
stimulus package, it can be pointed out that the other programs provide more intensive services than 
can be provided in a summer program. 

11 



Budget authority 
Outlays 

Agency Recommendation: 

DEPARTMENT OF LABOR 

EMPLOYMENT AND TRAINING ADMINISTRATION 

1978 BUDGET REVISIONS 
(In millions of dollars) 

Inflation Increases 

1977 
1976 Agency OMB 

Actual Recom. Recom. Diff. 

N/A 
N/A 

1978 
Agency OMB 
Recom. Recom. Diff. 

84.9 
84.9 

-84.9 
-84.9 

The Department believes that failing to account for the effects of inflation must reduce the number of 
people which program operators will serve in 1978. It therefore proposes increasing the 1978 request 
for CETA Title I block grants, the regular migrant and Indian programs, and the Work Incentive Program 
(WIN) to compensate for anticipated inflation. To calculate the increase, the Department applied a 
factor of 6.8 percent to training and services based on the change in the implicit price deflators for 
GNP for State and local governments between the second quarters of 1975 and 1976, plus a factor of 
8.4 percent to the administration cost category based on the change in GNP deflators for State and 
local salaries between 1974 and 1975. These factors were applied to a distribution of the 1977 program 
according to actual use in 1976. 

OMB Recommendation: 

There is no evidence of the degree of inflation impact on these programs. CETA especially is only in 
its third year of operation so costs for administration are still unsettled. The types of programs 

12 
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and services provided vary every year depending on sponsor assessment of local need. Since the costs 
of different services vary widely, there is no way of predicting exactly how many people will be 
served from year to year regardless of the presence or absence of inflation. There is also no 
reason to assume the inflation in 1978 will equal the 1975 or 1976 periods. There is no mechanism 
in the CETA law for allocating additional funds where local cost increases actually appear. Labor 
does not believe such mechanisms are necessary. They prefer to add an amount to the title and let 
the regular formula spread the funds. 

Until there is evidence of the cost increases and a realistic approach for providing the funds, there 
is no reason to believe these add-ons are other than direct program increases. There are no justifi­
cations presented for program increases. 
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DEPARTMENT OF LABOR 

SUMMARY REPORT ON REVISIONS TO THE 1978 BUDGET 
(In millions of dollars) 

1977 1978 
1976 Jan. Agency OMB Jan. Agency OMS 

Actual Budget Recom. Recom. Budget Recom. Recom. 
Adjusted programs --

Public Service Employment BA 3,225 2,784 2 ' 6 2 5 .?"/ 5 ' 3 38 400 5,763 ;77' 5,851 
0 2,431 2,758 3,473 - 3,473 1,400 5,888 - 5,888 

Other Employment and Training BA 1,953 2 '317 3,836 2,917 2,216 3,619 :# 3,819 
0 2,155 2,217 2 '548 ~ 2 '517 2,216 4,030 ·~ 3,819 

Work Incentive Program BA 400 370 370 - 370 344 389 ~ 365 
0 307 365 365 - 365 344 389 ~ 365 

Summer Youth Employment BA 563 595 595 -595 525 595 ~ 525 
0 459 595 595 ·- 595 525 595 ~ 525 

Grants to States for 
Unemployment Insurance 
and Employment Services BA 81 89 89 ·- 89 54 55 ~ 54 

0 1,395 1 '552 1,552 ·- 1 ,552 1,574 1 ,599 -.... 1 ,569 

Occupational Safety and 
Health BA 117 130 130 .- 130 135 140 ~ 135 

0 109 128 128 - 128 132 138 ~ 132 

Unemployment Compensation BA 13,745 17,709 1 7 '060 - 17 '060 16,600 15,700 ·- 15,700 
0 18,573 15,431 14,921 -14,921 12,945 12,370 "'S. 12,199 

All Other BA 306 349 372 .._ 354 379 409 ~ 389 
0 316 382 399 ~ 387 414 450 ·~ 424 

Subtotal, adjusted BA 20' 391 24,343 25,077 26,853 20,653 26,670 26,838 
programs 0 25,745 23,428 23,981 23,938- 19,550 25,459 24,921 
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DEPARTMENT OF LABOR 

SUMMARY REPORT ON REVISIONS TO THE 1978 BUDGET 
(In millions of dollars) 

1977 1978 
1976 Jan. Agency OMB Jan. Agency OMB 

Actual Budget Recom. Recom. Budget Recom. Recom. 

Non-Adjusted programs 

Workers• Compensation benefits BA 302 341 341 -- 341 324 324 - 324 
0 245 340 340 340 323 323 - 323 -

A 11 Other BA 85 90 90 -- 90 22 22 - 22 
0 44 64 64 - 64 90 90 - 90 

Subtotal, Non-Adjusted 
programs BA 387 431 431 - 431 346 346 - 346 

0 289 404 404 ·- 404 413 413 - 413 

Total, Department of 
Labor BA 20,779 24,773 25,507 27,283 20,998 27,015 27,183 

0 26,035 23,833 24,385 24,343 19,963 25,871 25,334 

Budget guidance, Department 
24,773Jl 24,773Jl 20,99all 20,99all of Labor BA 

0 23,833 23,833 19,963 19,963 

11 Plus whatever is needed for the fiscal stimulus package. 
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THE WHITE HOUSE 

WASHINGTON 

February 15, 1977 

Bert Lance -

The attached was returned in 
the President's outbox. It is 
forwarded to you for appropriate 
handling. 

Rick Hutches on 

cc: Jack Watson 
Stu Eizenstat 

Re: Meeting on FY 1978 Budget 
Revision for HEW 



EXECUTIVE OFFit;E OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

:CHE PRESIDENT HAS SEEN. 

MEETING ON FY 1978 BUDGET REVISION 
Tuesday, February 15, 1977 

The Oval Office 
12:00 ~n 

FROM: W. Bo~n Cutter 

I. PURPOSE 

To make decisions on budget rev1s1ons for the 
Department of Health, Education, and Welfare. 

II. PARTICIPANTS 

Bert Lance 
Joseph Califano 
Bo Cutter 
Jim Mcintyre 



Higher Education Student Assistance: 

Basic Educational 
Opportunity Grants 

National Direct 
Student Loans 

Discussion: 

Increase 

Current 
Services 

$1,844 

338 

(Budget Authority in Millions) 
1978 

Change 
Ford From Current 

Budget OMB/HEW Services 

$1,844 $2,316 $ +472 

15 15 -323 

• Reaffirms the policy toward use of student aid to advance equal oppor­
tunity; puts dollars above the current services levels in the Basic 
Grant program--the best way to distribute funds to lowest income 
students. 

• Increases maximum student award f~m $1,400 to $1,600. _. ) 

• Increases number of students benefi~-in9.rron12-·Eo-·2~-S-·million. 

Decrease 

• Reduction of $323 million for Direct Loans recognizes relative 
ineffectiveness of program in targeting aid on the most disad­
vantaged. 

• Action would eliminate new contributions of Federal student loan 
capital to post secondary institutions, relying instead on Guaranteed 
Student Loan Program (loans from private lenders). 

• Also, $276 million is available for relending under Direct Loan 
Program from loans which have been paid back. 

• Elimination of new capital contributions in Direct Loan Program would 
result in reduction of student loans from 1,125,000 to 553,000. 

Congressional Reaction: 

• Congress will respond favorably toward the increase in the Basic 
Grant maximum award from $1,400 to $1,600--half way toward $1,800. 

• At the same time, Congress will criticize Administration for failing 
to fund "statutory minimum" for Direct Loans--$286 million. 



(a) Mental Health 
Centers 

(b) 

(c) 

.. 
.l-', 

CETA and Public 
Works Funds 

Items Below 
Current 
Services 

,•;. 

i . 

SOME SENSITIVE MATTERS 

These are held to current service levels of $223 million 
rather than the $254 million HEW originally sought. 

OMB rationale is that we are awaiting the recommendations 
of the proposed new Commission on Mental Health. 

It is our view that highest priority should be given in 
the allocation of public works money in the Commerce 
Department budget to the rebuilding of urban schools #{~ 
and construction of multi-county schools. Similarly, J 
for CE'l'A funds in the Labor Department, high 
priority should be given to teaching aide positions. 

The following programs accept cuts recommended by President 
Ford totaling $943 million below current services. 

Health Professions Education - $ 135 mill ion 

Eliminates capitation payments to veterinary, /)~ 
optometry, podiatry and pharmacy schools; 
reduces student aid to all health professionals: 
and reduces support for nursing from $121 to 
$24 million. 

Impact Aid - $ 398 million 

Eliminates all payments to children whose parents ~ 
work but do not live on Federal property (virtually 
all Congressional districts) and public housing 
children. 
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National Direct Student Loans -$323 mill ion 

Eliminates the Federal Capital Contribution to loan ~ 
program administered by colleges which provides low ~ 
interest (3 percent) loans to students. 

General Research Support Grants -$41 million 

Eliminates research support provided by the National /. 
Institutes of Health on a formula basis to medical ~ -.J 
schools and graduate departments of science. ~ 

Other smaller dollar items -$44 million 

(d) Reductions in 
Social Security 
Benefits 

'';'' 

These include elimination of support for pre-doctoral 
training by NIH, social work training by the Social -f 
and Rehabilitation Service and a phase down of the &fL 
Cuban Refugees program. ~ 

The ·budget proposed to accept a $777 million reduction in 
social security benefits which were contained in the 
Ford budget and which will require legislation. These 
savings are: 

Limitation of dependents' benefits for 
students to the maximum grant being 
funded for the Basic Opportunity Grant 
Program 

Elimination of the retiree's option to 
receive up to 12 months of retroactive 
benefits if future monthly benefits 
would be lower as a result 

Measurement of the earnings of retiree 
can receive without losing benefits on 
an annual rather than a monthly basis 

Elimination or modification of a number 
of provisions in current law to 
simplify administration of the program 
and improve public understanding 

TOI'AL 
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 

Major Agency Functions 

The Department of Health, Education, and Welfare (HEW) has as its basic mission the 
administration of programs which will improve the well being of the Nation's citizens 
in the areas of health care, education, social services, income security and civil 
rights. The programs which HEW administers are addressed towards meeting some of the 
most fundamental of the human needs and rights of our citizens. The magnitude and com­
plexity of the Department's responsibilities can be illustrated, in a limited statistical 
sense, by the fact that HEW currently administers over 375 individual programs. 

For 1978, the Department proposes a budget of $162.4 billion or ~3.4 billion above 
the estimate of the previous administration. The OMB recommendation would reduce this 
increase by $.8 billion. Agreement between OMB and the Department has been reached on 
all but six issues, which are identified in the material which follows. 

Budget Summary 
(in millions of dollars) 

Budget guidance ........................ . 
Exclude Work Incentives program 1/ ..... . 
Total guidance, excluding WIN .......... . 
Agency proposed changes ................ . 
Agency estimate, excluding WIN ......... . 
OMB recommended changes to agency 

estimate ............................. . 
OMB recommendation ..................... . 

Memorandum: 
January Budget estimate (excluding WIN) 
Full-time permanent emplcyment 

( OMB recommendation) ..........•..... 

BA 

146,642 
370 

l4fi,272 
+ 415 
146,687 

287 
146,400 

146,124 

1977 
Outlays 

148,170 
365 

147,805 
+ 56 
147,861 

15 
147,846 

147,562 

142,350 

BA 

160,981 
344 

160,637 
+ 1,931 
162,568 

964 
161,604 

160,762 

1978 
Outlays 

160,986 
344 

r6o~42 
+ 1,754 
162,396 

830 
161,566 

159,041 

143,150 

1/The Work Incentive program is included in the Department of Labor totals. 
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Department of Health, Education, and Welfare 
ANALYSIS OF REVISic TO THE 1978 BUDGET 

(In millie';,: ... · .f dollars) 

1977 
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1978 __ .,.,;. 
Agency OMB Agency OMB 

recommendation recommendation recommendation recommendation 
Budget Budget Budget Budget 

Authority Outlays Authority Outlays Authority Outl~ ~\l!]lo~ity Q11t].ays 

Total, Budget guidance •••••••••••••.•• 146,642 148,170 146,642 148,170 160,981 160,986 160,981 160,986 
Exclude Work Incentives program (in 

Department of Labor totals) ••.•••••• - 370 - 365 - 370 - 365 - 344 - 344 - 344 - 344 ----Total for HEW, excluding Work Incen-
ti ves .•.••••••••••.••••••••••••••••• 146,272 147,805 146,272 147,805 160,637 160,642 160,637 160,642 

Changes: 
Health 
Medicare reform* ••.•.•••.••••••..•••• --- --- --- --- --- +~ --- ---
Child health assessment* .•.•••.•.•••• --- --- --- --- + 250 + 50 --- ---
Cost controls!/ •••....•.•. • ••••••.•••• 134 43 134 43 --- --- --- ---- - - - -
Other health programs .•..••..•..••..• - 31 + 2 - 31 + 2 + 259 + 182 + 259 + 182 
Education 
Education for the disadvantaged, 

Title I* ••.•.•..••.•.....•••••••.•• --- --- --- --- + 200 + 10 ;+ 50 + 3 
Impact aid, public housing children*. --- --- --- --- + 68 + 52 
Basic opportunity grants* ..........•. --- --- --- --- + 208 + 34 
Direct student loans* .••••.•••.••...• + 287 + 15 --- --- + 288 + 287 
Other education programs ••.••.•••••.. + 331 + 37 + 331 + 37 + 414 + 294 + 414 + 294 
Income maintenance 
Old Age and Survivors Insurance and 

Disability Insurance Trust Funds~. --- --- --- --- --- + 221 --- + 221 
Other income maintenance programs •••. - 172 + 2 - 172 + 2 + 378 + 267 + 378 + 267 
Total, with revisions, excluding Work 

Incentives program ••.•.••••••...••• 146,687 147,861 146,400 147,846 162,568 162,396 161,604 161,566 
January budget, excluding Work 

Incentives program •.•••.••••••••.•• 146,124 147,562 160,762 159,041 
*Itewn t.n be discussed. 
!/o~-B concurs in the HEW recommendation to seek hospital cost containment legislation that would allow the HEW ~ 
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Secretary to set limits on increases in hospital reimbursen•ents from all public and private payers. The proposed) \ 
effective date of October 1, 1977, may be optimistic since most hospitals' fiscal years begin on July 1. Federal ~ 
outlay savings assume a nine percent limit on increases in 1978 with an exceptions process to allocate an addi- /~-
tiona! one percent of reimbursements for new capital and services and for relief of financial hardship. . .• 

2/social Security Financing--The revised budget totals assume enactment of over $700 million of certain cost savings ~?- · ~ 
legislation in the Social Security area previously proposed in the Ford budget. These are limitation on payment of . 
student benefits; change in the retirement test; elimination of lump sum retroactive payments; and other 
simplifications. 2 
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 
SOCIAL AND REHABILITATION SERVICE 

1978 BUDGET REVISIONS 
(In millions of dollars) 

Comprehensive Health Assessments and Primary Care for Children 
Medical Services Administration 

Budget Authority 
Outlays 

Agency Recommendation: 

1976 
Actual 

Agency 
Recom. 

1977 
- OMB 
Recom. Diff. 

Agency 
Recom. 

250 
250 

1978 
OMB 

Recom. Diff. 

-250 
-250 

The HEW proposal would add $250 million to the $11.7 billion Medicaid program. At some 
point in the future, the new program would replace the current Early and Periodic Screening, 
Diagnosis, and Treatment (EPSDT) segment of Medicaid. The EPSDT program is designed to 
screen and treat approximately 11.6 million low income children throughout th~ U. S. HEW 
feels that States have not properly executed the program since only three million children 
out of the 11.6 million eligible will be screened through 1978, and only 60% of those 
referred for treatment will actually receive it.-· HEW estimates that the new proposal will 
enable the State-run Medicaid program to reach one million additional children in 1978 and 
increasing amounts in out-years and to increase the treatment rate from 60% to 80%. Althougl 
the law requires substantial penalties for improper enforcement, HEW has encountered chronic 
problems in enforcement, e.g., the appeals process takes about two years. The new progr_ctm 
differs from the EPSDT program with respect to target population, services, ;//nd , 
financing in that it would: #0 
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eliminate dental screening; 

establish a national uniform income eligibility requirement of $5,500 
for a family of four ~ the EPSDT program leaves eligibility determinations 
up to the States within certain broad guidelines; 

increase the Federal matching percentage from an average of 55%--based upon 
State per capita income--to 90%; and 

increase, in effect, the penalty from 1% of AFDC to 1% of Medicaid which 
is generally a larger Federal grant to the States. 

OMB Recommendation: 

We recommend that instead of starting up another new program, the existing $170 million Early 
and Periodic Screening, Diagnosis, and Treatment program administered within Medicaid 
be vigorously implemented. EPSDT will screen three million children in 1978 and 
increasing numbers of children in the out-years. The most persistent problem in 
preventive health services for low income children is not the lack of an appropriate 
public financing program, but lack of enforcement at the State level. State governments 
have been reluctant to invest in preventive health programs like EPSDT because they are 
labor intensive, very expensive, and the pay-off in improved health status is long-term 
and relatively unknown. 

In addition, the new program should not be proposed at this time because it would: 

federalize the screening and treatment portion of the Medicaid program. 
Moreover, the proposed liberalization would involve substantial out-year 
costs and would represent a liberalization before cosEcontainment has 
been achieved. The current EPSDT prograro allows State. governments to 
establish income eligibility requirements within certain broad Federal 
guidelines. These eligibility limits vary by over $3,000 for a family 
of four from State to State whereas the new 90% matching program would 
set a national Federal ceiling of $5,500. This would increase that 
segment of families in which children, but not parents, are eligible 
for health care at no cost. 
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Increase the numbe~ o~ HEW agen~i~s a~~iniste~in~ the Medicaid Rrogra~, 
Currently, the Soc1al and Rehab1l1tat1on Serv1ce (the "welfare• patt of HEW) 
administers Medicaid through State social services departments. This new 
proposal would be administered through State health departments. The 
Assistant Secretary for Health would be added as a second management locus 
for Medicaid both at the State level and within the Department of Health, 
Education, and Welfare. 

reduce the number of services from those required by law in the EPSDT 
program. The new proposal would exclude dental screening. This represents 
a retreat from EPSDT. Over 25% of current EPSDT referrals for treatment 
are for chronic dental disease. 
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Budget authority 
Outlays 

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 

1978 BUDGET REVISIONS 
(In millions of dollars) 

Medicare Physician Reimbursement and Financing 

1977 
1976 Agency OMB Agency 

Actual Recom. Recom. Diff. Recom. --- ---
18,525 22,960* 22,960* -- 28,699* 
17,779 21,991 21,991 -- 25,622 

1978 
OMB 

Recom. Diff. 

28,699* 
25,422 -200 

* Trust fund income from premiums will decrease by $40 million in 1977 and $182 million 
in 1978; income from general revenues will increase by the same amounts. 

Agency Recommendation: 

Physician Reimbursement. HEW would propose legislation to permit Medicare reimbursement of 
physicians on the basis of State-wide fee schedules. Medicare currently pays the lowest 
of the physician's actual or customary charge for a service up to and including the charge 
prevailing in his locality. In 1978 HEW would eliminate existing prevailing charge "trade 
areas" and set fees at the prevailing charge levels for the State as a whole. After 1978 
the HEW Secretary would negotiate fee schedules with State medical societies. Physicians 
would be able to increase their Medicare charges by an average of 20% annually over five 
years until they reached the designated fees. 

HEW would encourage physicians to accept the newly-set Medicare fee as full payment above 
the 20% coinsurance (i.e., accept "assignment'') by requiring them to accept assignment 
on all or none of their Medicare patients. Physicians now may choose to accept assignment 
for some patients while billing others directly for fees above the Medicare recognized 
charges. HEW would place pressure on physicians to accept fee schedules for Medicare and 
younger patients as well through publication of State directories of the fees of 
individual physicians. 
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HEW also recommends cost-based reimbursement for the services of nurse practitioners 
and physician assistants practicing in clinics in "underserved" areas. Medicare 
currently pays charges for the services of physician extenders under the direct super­
vision of a physician. Only clinics that are federally funded,have a physician on 
site, and have adequate cost accounting methods may now receive cost reimbursement. 
The cost of such clinic services are often considerably higher than Medicare physician 
ch~rges. 

HEW makes the following major arguments in favor of the reimbursement reforms: 

Fees schedules would curb physician fee inflation. 

Fee schedules are less costly and complex to administer than the actual, 
customary, and prevailing charge system. Both physicians and Medicare 
beneficiaries will understand program benefits better. 

State-wide Medicare charges and reimbursement of physician extenders will 
promote primary care services and allow rural areas to attract and retain 
physicians and clinics. 

It is more equitable to pay physicians, regardless of their training or 
location within a State, the same fee for the same service. 

Financing. HEW recommends one-year freeze on the monthly premium paid by Medicare 
beneficiaries for supplementary medical insurance (SMI). Without the freeze the premium 
would increase from $7.20 to $7.70 monthly, beginning July 1, 1977. Current law allows 
the premium to rise proportionately to increases in social security cash benefits. HEW 
justifies the freeze on the grounds that: 

The premium is a more regressive financing mechanism than general tax 
revenues. 
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It will encourage all eligible beneficiaries to purchase SMI coverage. 

It will aid States who buy SMI coverage for elderly Medicaid recipients. 

OMB Recommendation: 

Physician Reimbursement. We recommend against proposing Medicare physician reimbursement 
legislation at this time because: 

The simplicity and ease of administration of fee schedules would help 
rationalize Medicare reimbursement, but it is not worth an incremental 
cost of $1 billion by 1981. 

HEW states that the use of fee schedules and rural clinics will encourage 
outpatient care and thus will produce offsetting, long-term savings in 
hospital costs. Medicare experience with another alternative to hospital­
ization, home health services, indicates that hospital costs continue to 
rise with the availability and use of alternative services. Net Medicare 
costs will not decline if new services do not substitute for the old. 

In Canada, use of fee schedules slowed the rate of increase in price per 
service more than in the U.S., but overall physician incomes in constant 
dollars increased faster than in the U.S. during the same period through 
an increased number of physician services. 

By widening the gap between Medicare reasonable charges and Medicaid fees, 
the proposal could undercut State cost control efforts. 

Increasing reimbursements to rural and primary care physicians will not 
cure geographic and specialty maldistributions of physicians. The level 
of Medicare payments is only one of many factors in a physician's choice 
of practice: personal background, medical education, cultural and social 
surroundings, medical environment for the practice, gross income and costs 
of living. 
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The combination of fee schedules and the "all or none" assignment policy 
could reduce the number of physicians who accept assignment. Medicare 
benefits will erode if more physicians choose to "extra bill" their 
patients. 

We recommend instead that HEW review Federal programs promoting rural and primary health 
care, such as· the National Health Service Corps and health professions special projects 
and capitation, and propose an integrated rural health strategy in the context of the 
1979 budget. 

Financing. We recommend in favor of a freeze of the Medicare SMI premium for one year 
at $7.20 a month. 
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The combination of fee schedules and the "all or none" assignment policy 
could reduce the number of physicians who accept assignment. Medicare 
benefits will erode if more physicians choose to "extra bill" their 
patients. 

c\ 
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We recommend instead that HEW review Federal programs promoting rural and primary health 
care, such as the National Health Service Corps-~nd health professions special projects 
and capitation, and propose an integrated rural health strategy in the context of the 
1979 budget. 

Financing. We recommend in favor of a freeze of the Medicare SMI premium for one year 
at $7 • 2 0 a man th . ") 1 
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Budget authority 
Outlays 

DEPARIMENT OF HEALTH, EOOCATIOO, AND WELFARE 

1978 BUDGET REVISIONS 
(In millions of dollars) 

Title I, FSEA- Education of the Disadvantaged 
Office of Education 

1977 
1976 Agency CMB 

Actual Recom. Recom. Diff. 

2,050 2,285 2,285 ........,..._ 

1,761 1,984 1,984 _.,...,_ 

1978 
Agency a.m 
Recom. Recom. Diff. 

2,635 2,485 ~ 2,2ll 2,204 7 

Agency ReCC>Iriieilda.tion: Seeks $150 million increase above CMB recormendation and $350 million above 
current services level. Since 1968, Title I spending for the disadvantaged has grown at only 3/4's 
the rate at which per pupil expenditures for all children grew. About $800 million YJOuld have to be 
added to reduce the gap in lost services over the past 10 years. 

The appeal YJOuld reduce the gap by nearly 50 percent, a major step towards its full elimination. About 
-85 percent of the CMB recamendation YJOuld have to be used just to cover increased cost of existing 
services. '!he increase cx::>.rres at a t.ine when studies show improveirent in the effectiveness of Title I. 

CMB RecormEndation: Title I, FSEA: RecoimEnd staying with the Budget Guidance for Title I, ESEA in 
FY 1978 which provided a net increase of $200 million in FY 1978 above the FY 1977 appropriations level. 

The HE.W premise of budgeting to keep pace with non-Title I children's costs could lead to vast expenditures, 
without any clear relationship to effective compensatory per-pupil expenditures. This premise implicitly 
ignores non-Title I cost growth provided by local educational agencies and State educational agencies for 
disadvantaged children exclusive of Title I funds. This proposal YJOuld not result in increases in the 
number of children served. It proposes to increase the amount provided for each child currently served 
by an est.llnated $60 a child above the average of $375 per child. The OMB reconmended level will increase 
the average to $400 per child. It appears to CMB that there is no program basis for correlating increased 
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funding and increased achievement levels. Analysis indicates an ever increasing obligated balance in 
this program that indicates a certain inability of the program to absorb .;increased funding, For exarrple, 
at the end of FY 1976, there was an estimated $938 million in obligate1 balances, although the ~-y 1976 new 
obligation level was nearly $1.9 billion. 
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Budget authority 
Outlays 

DEPARIMENT OF HEALTH, EDUCATION, AND WElFARE 

1978 BUI.XiET REVISIONS 
(In millions of dollars) 

Inpa.ct Aid 
Office of Education 

1976 Agency 
Actual Recom. 

704 793 
599 847 

1977 
(lv1B 

Recom. 

793 
847 

Diff. 

-o-
-0-

1978 
Agency OMB 
Recom. Recom. Diff. --

723 655 +68 
724 672 +52 

!¥J.ency Recormendation: HEW reconrrends that payrrents continue to be made for public housing children: 

Elimination of support for public housing children I'NOuld result in significant reductions in 
paymants to large cities. 

Public housing payrrents, as indicated arove, are used to fund Title I-type programs of 
corrpensato:ry education for educationally disadvantaged children. 

Reform of public housing provision, if undertaken at all 1 should not be handled pieceneal 1 but 
through legislation as part of an overall Federal strategy for serving the disadvantaged. 

Use of appropriation language to eliminate public housing payrrents, as required by OMB allowance 1 

is likely to be considered "point-of-order" by the O:mgress arrl jeopardize enacbnant of other 
reforms in 1978 Impact Aid Budget -- particularly elimination of certain "hold harmless" 
payrrents -- \'Jhich can be acconplished without point-of-order language. 
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a1B Recorrtrendation: IX> not allow the requested increase for those children who are oonnected with 
low-oost public housing. '!his recamrendation is based upon the following rationale: 

''"""9 

While it is true that the bulk of the children served under this portion of the Inpact Aid Act 
are economically disadvantaged, there is no guarantee that rronies provided for these children 
must be used for them and not sorre other disadvantaged child within the sane recipient school 
district. Thus, unlike Title I, ESEA, funds need rDt be spent specifically for the children 
for wham they are provided. 

Providing funding for this provision, traditionally cited as one of those areas where the 
necessity of Federal support is questionable, oould blunt the refonn strategy that resulted 
in the original carpromise for FY 1978. Should the Administration desire to aid the disad­
vantaged, consideration should be given to Title I, ESEA where CM3 is reco.rrnending an increase 
of $200 million in FY 1978. 
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Lepartrrent of Health, Education, and velfare 

1978 BUDGET REVISIONS 
(In millions of dollars) 

Higher Education Student Assistance 
Office of Education 

Basic Educational ~r:ortunity 
Grants 

Budget authority ............. . 
OUtlays ...................... . 

National Direct Student !Dans 

Budget authority ............. . 
OJ.tlays ...................... . 

Agency Recorrmendation: 

1976 
Actual 

1,506 
921 

332 
292 

1977 
Agency OMB 
Recom. Recan. Diff. 

1,904 
1,503 

299 
334 

1,904 
1,503 

12 +28~' 
319 +15 

1978 
Agency CMB 
Recom. Recom. 

2,316 
1,6.91 

303 
302 

2,108 
1,657 

15 
15 

Diff. 

+208 
'+34 

+288 
+287 

Basic Etlucational q:>r:ortunity Grants. Increase the Basic q:>portunity Grants program fran $2,108 million 
to $2,316 million -- an increase of $208 million. This will increase the average award to over 2.5 
million neErly stlrlents by alxmt $100 -- from $750 to $885 on the average. It will also increase the 
maximum award from $1,400 to $1,600. Since this program is forward funded, the outlay increase in fiscal 
year 1978 will be about $ 34 million. 

National Direct Student roans: 

The additional $288 million requested \\QUld rreet the minimtm funding level prescribed in the law. 
Such action \\QUld have great credibility with the Congress and the higher education corrmunity, 
both of which have criticized the Executive Branch for several years now for "ignoring the law." 
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The additional arrount would support 1,125,000 sttrl.ent 10011$, compared with 553,000 loans under 
the CM3 reCOITIIendation. (IDcms can still be ma.de with the o-m reC<JII'Ill'endation, which does not 
provide any new capital contributions, because institutions can relend anounts from earlier loans 
which have been paid back. ) 

Funding the National Direct Student !.Dan program will help assure greater access to loan funds. 
Unfortunately, access to loans from the private sector, under the Guaranteed Student !.Dan program, 
has been highly erratic. Private lenders seem less willing to make student loans, and the loans 
that are made are not always available to students at particular institutions, 

The budget strategy for several years now has been to rely on private sector lending under the 
Guaranteed Student IDem program, The Congress and the higher education comnunity, however, have 
consistently rejected this approach because stu:lent loan demand has consistently exceeded supply 
and the Guaranteed Student !.Dan program has not been able to fill the gap. 

CM3 RecOIIIIelldation: 

Basic Educational Opportunity Grants. CMB reCX>llliTEllds maintaining the budget guidance level of $2,108 
J.Ul_ll1on. The ad<ht1onal $208 million recomrended by the Departrrent will not increase the number of 
eligible stu:ients estimated to participate in the basic grant program. The additional funds Y.Duld 
prov1de awards to middle-income stu:lents without creating incentives to attend rrore expensive schools 
of their choice. A middle-income studen~ for example, who attends a $2,000/year institution and who 
receives $200 from the basic grant program, will receive the same award whether attending a $2,000/year 
school or a $3, 000/year sclnol. l.Dw income stu:lents will not receive as high an award under the CM3 
recorrmendation as they Y.Duld under the Departnent' s request. Ho~ver, we do not believe the difference 
in average awards to the lowest incarne students ($1,126 versus $1,206 at the higher level) will prevent 
those students from obtaining access to a postsecondary education. 

National Direct Student !.Dans. OMB recomrends that no further capital contributions be made to the 
National Direct Stu:lent !.Dan program. There are $276 million available for relending from past Federal 
capital contributions to the National Direct Student !.Dan program. OMB believes that beC?tuse average loa.ns 
Y.Duld be increased in the program, ~ nurnbel; of additional loans wuld be j.ncrease(!. ~, 8-4Q_,cqoo a.s a 
result of the HEW proposal, not 1,125,000. In addition, the guaranteed Student roan program helps to 
provide private loan capital to rreet existing stu:lent danands for loans. Several newly enacted enriching 
provi~ions, such as increase:i special allowances ~t al;'~ paid to lenders, wil]. ;inc~~~ the availability 

of loan capital fran this. sourre. 
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 
SUMMARY REPORT ON REVISIONS TO THE 1978 BUDGET 

(In millions of dollars) 

1977 1978 
1976 January Agency OMB January Agency OMB 

Actual Budget Recom. Recom. Budget Recom. Recom. 

Adjusted programs 

Medicare . ................................... BA 18,524 22,998 22,960 22,960 28,583 28,699 28,699 
0 17,779 21,773 21,991 21,991 24,297 25,622 •25,422 

National Institutes of Health (Biomedical 
research) ........... · ..................... BA 2,248 2,463 2,463 2,463 2,022 2,510 2,510 

0 2,340 2,138 2,138 2,138 2,012 2,470 2,470 

Elementary and Secondary Education •.••••••• BA 2,409 2,713 2, 713 2,713 2,635 3,074 2,924 
0 2,167 2,239 2,239 2,239 2,652 2,694 2,687 

Impact. Aid ................................. BA 704 793 793 793 395' 723 655 
0 599 847 847 847 496 724 672 

Higher Education ........................... BA 3,353 2,760 3,498 3,211 2,358 3,580 3,292 
0 2,455 3,088 3,147 3,132 2,364 3,092 2,805 

Public Assistance ••••.••••••••••••••••••••• BA 17,241 19,266 19,266 19,266 20,901 21,582 21,332 
0 16,675. 19,266 19,266 19,266 20,901 21,582 21,332 

Old Age and Survivors and Disability 
Insurance Trust Funds ••••••.•••••••••••••• BA 70,682 81,005 80,828 80,828 90,172 88,904 88,904 

0 73,902 84,668 84,668 84,668 92,374 92,595 92,595 

Aggregate of other adjusted programs ••••••• BA 5,839 6,561 6,601 6,601 6,683 6,483 6,275 
0 6,242 6,595 6,617 6,617 6,742 6,414 6,380 

Subtotal, Adjusted programs •.•.•.•.•••••• BA 121,000 138,559 139,122 138,835 153,749 155,555 154,591 
0 122,159 140,614 140,913 140,898 151,838 155,193 154,363 
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Non-adjusted programs 

Food and Drug Administration •••••••••••••••• BA 
0 

Occupational, vocational, and adult 
education . .... • . . . . . . . . . . . . . . . . . . . . • . . . . . . . BA 

0 

Student loan insurance fund •••.••••••••••••• BA 
0 

National Institute of Education ••••••••••••• BA 
0 

Special benefits for disabled coal miners ••• BA 
0 

Supplemental security income .•••••••••.••••• BA 
0 

Special Institutions •••••••••••••••••••••••• BA 
0 

Aggregate of other non-adjusted programs .••• BA 
0 

1977 
1976 January Agency 

Actual Budget Recom. 

209 
218 

673 
748 

202 
134 

70 
69 

1,000 
998 

5,519 
5,058 

122 
129 

314 
230 

253 
240 

1,131 
726 

32 
150 

90 
89 

962 
952 

5,895 
5,369 

146 
155 

422 
633 

253 
240 

1,131 
726 

32 
150 

90 
89 

962 
952 

5,895 
5,369 

146 
155 

422' 
633 

OMB January 
Recom. Budget 

253 
240 

1,131 
726 

32 
150 

90 
89 

962 
952 

5,895 
5,369 

146 
155 

422 
633 

279 
277 

675 
804 

281 
382 

109 
94 

968 
966 

5,750 
5, 714 

163 
170 

415 
423 

1978 
Agency 
Recom. 

279 
277 

675 
804 

281 
382 

109 
94 

968 
966 

5,750 
5, 714 

163 
170 

415 
423 

OMB 
Recom. 

279 
277 

675 
804 

281 
382 

109 
94 

968 
966 

5,750 
5, 714 

163 
170 

415 
423 

Deductions for.offsetting receipts •••••••••• BA/0- 1,265 - 1,366 - 1,366 - 1,366 - 1,627 - 1,627 - 1,627 

Subtotal, Non-adjusted programs ••.•••••••• BA 
0 

TOtal, Department of Health, Education, 
and Welfare ••••.•...•.............•••••••••• 

Budget guidance, Department of Health, Educa­
tion, and Welfare, excluding Work Incentives 

BA 
0 

program. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . BA 
0 

6,844 
6,319 

127,844 
128,478 
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7,565 
6,948 

146,124 
147,562 

7,565 
6,948 

146,687 
147,846 

.7 ,565 
6,948 

146,400 
147,846 

146,272 
147,805 

7,013 
7,203 

160,762 
159,041 

7,013 
7,203 

162,568 
162,396 

7,013 
7,203 

161,604 
161,566 

160,637 
160,642 


